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Important information
This Prospectus has been prepared in order to provide information about Panoro Energy ASA (the “Company”)
and its business in connection with the listing of the Shares (the "Listing") as described in this Prospectus.
For the definitions of terms used throughout this Prospectus, see Section 17 “Definitions and Glossary of
Terms”.
_______________________
The Company has furnished the information in this Prospectus. The Manager makes no representation or
warranty, expressed or implied, as to the accuracy or completeness of such information, and nothing contained
in this Prospectus is, nor shall be relied upon as, a promise or representation by the Manager. This Prospectus
has been prepared to comply with the Norwegian Securities Trading Act and the Norwegian Regulation on
Contents of Prospectuses, which implements the Prospectus Directive (EC/2003/71), including the Commission
Regulation EC/809/2004, in Norwegian law. The Financial Supervisory Authority has reviewed and approved
this Prospectus in accordance with the Norwegian Securities Trading Act section 7-7. This Prospectus has been
published in an English version only.
All inquiries relating to this Prospectus should be directed to the Company or the Manager. No other person has
been authorised to give any information about, or make any representation on behalf of, the Company in
connection with the Listing, and, if given or made, such other information or representation must not be relied
upon as having been authorised by the Company or the Manager.
The information contained herein is as of the date hereof and subject to change, completion or amendment
without notice. There may have been changes affecting the Company or its subsidiaries subsequent to the date
of this Prospectus. Any new material information and any material inaccuracy that might have an effect on the
assessment of the Shares arising after the publication of this Prospectus and before the Listing on Oslo Børs,
will be published and announced promptly as a supplement to this Prospectus in accordance with section 7-15 of
the Norwegian Securities Trading Act.
The contents of this Prospectus shall not to be construed as legal, business or tax advice. Each reader of this
Prospectus should consult its own legal, business or tax advisor as to legal, business or tax advice. If you are in
any doubt about the contents of this Prospectus, you should consult your stockbroker, bank manager, lawyer,
accountant or other professional adviser.
In the ordinary course of their respective businesses, the Manager and certain of its affiliates have engaged, and
may continue to engage, in investment and commercial banking transactions with the Company and its
subsidiaries.
Without limiting the manner in which the Company may choose to make any public announcements, and subject
to the Company’s obligations under applicable law, announcements relating to the matters described in this
Prospectus will be considered to have been made once they have been received by Oslo Børs and distributed
through its information system.

_______________________
Investing in the Company’s Shares involves risks. See Section 2 “Risk Factors” of this Prospectus.
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1.

SUMMARY

The following summary should be read as an introduction to the Prospectus and in conjunction with, and is
qualified in its entirety, by the more detailed information and the Appendices appearing elsewhere in this
Prospectus. Any decision to invest in the Shares should be based on a consideration of the Prospectus as a
whole by the investor.
In case a claim relating to the information contained in the Prospectus is brought before a court, the plaintiff
Investor might, under the national legislation, have to bear the cost of translating the Prospectus before legal
proceedings are initiated. Civil liability attaches to those persons who have tabled the summary including any
translation thereof, and applied for its notification, but only if the summary is misleading, inaccurate or
inconsistent when read together with the other parts of the Prospectus.
1.1

DESCRIPTION OF PANORO ENERGY ASA

Introduction
The Company’s legal and commercial name is Panoro Energy ASA. The incorporation name was New Brazil
Holding ASA and the Company was renamed to Panoro Energy ASA on 1 June 2010. The Company is a
Norwegian Public Limited Company organised under the Norwegian Public Limited Companies Act of 19 June
1997 No 45. The Company’s registered organization number is 994 051 067. The Company was incorporated on
28 April 2009 under the name Startup 387 09 AS.
The Company’s registered office is at Dr. Maudsgate 1-3, 0124 Oslo, Norway. The Company’s telephone
number is + 47 23 01 10 00.
History and development
In 2005, the two companies Northern Oil ASA and NaturGass (USA) AS merged and changed its name to Norse
Energy Corp. ASA (“Norse Energy”). On 13 July 2005 Norse Energy was listed on the Oslo Stock Exchange
under the ticker symbol “NEC”.
In a general meeting in Norse Energy on 26 January 2010 it was resolved that Norse Energy should be divided
into two parts, where ownership of Norse Energy’s mainland business, i.e., the business in the US and its
associated assets is to be retained by Norse Energy while the ownership of the business in Brazil through Norse
Energy do Brasil S.A. and its associated assets is transferred to the Company (the “Demerger”).
The Demerger is conditional upon a separate listing of the shares in the Company on Oslo Børs.
The Demerger and the separation of the two business areas of Norse Energy and the listing of the Company is
assumed to optimise the capital structure and provide considerable growth potential in the respective markets.
Business overview
Panoro Energy ASA and its subsidiaries (the “Brazil Group”) currently participates in petroleum exploration
and production via the Brazilian subsidiaries Norse Energy do Brasil S.A (“NEdB”)”, Coplex Petroleo do Brasil
Ltda. (“Coplex”) and Rio das Contas Produtora de Petroleo Ltda. (“Rio das Contas”). NEdB s main office is in
Rio de Janeiro, Brazil, where the Brazilian operations that originated in Northern Oil are concentrated. The
Brazil Group is active in two geological basins with a total of eight licenses: two in the Camamu-Almada basin
offshore in the state of Bahia and six licenses offshore in the Santos basin.
Research and development, patents and licenses etc.
The Brazil Group has certain licenses and authorizations customary for an oil and gas operating company.
In order to operate in Brazil, the Brazil Group is dependent on certain exploration and production licenses. The
Brazil Group currently holds the following eight licenses offshore Brazil:

License
BCAM-40/Manati (including Camarão Norte)
Sardinha
Cavalo Marinho
Estrela-do-Mar

NEdB Interest
10 %
20 %
50 %
65 %
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Coral
S-M 1035
S-M 1036
S-M 1100

35 %
50 % (Operator)
50 % (Operator)
50 % (Operator)

The 10% interest that the Brazil Group through Rio das Contas in the Manati license includes the infrastructure
in place, including pipelines, gas plant and production platform. Production from the Manati field averaged 5.85
MMm3/day during the fourth quarter 2009. During the fourth quarter, the field reached an all time high of 7.71
MMm3/day. The Manati field represents the production assets for the Brazil Group.
1.2

THE LISTING AND ADMISSION TO TRADING

The Shares in the Company was approved for listing in the board meeting of Oslo Børs on 27 May 2010 and
will be listed on Oslo Børs on or about 31 May 2010.
A separate listing of the Shares in the Company is a prerequisite for the Demerger to become effective. The
Company envisions that the Listing of the Shares on Oslo Børs in order to:
•
•
•
•

Facilitate the use of capital markets in order to raise further equity should this be required;
Provide a regulated marketplace for the trading of the Shares;
Facilitating a satisfactory liquidity in the Shares and thereby make the Shares a more attractive
investment for existing and new Shareholders; and
Improve the Company’s access to capital to facilitate further growth.

1.3

EXPENSES IN CONNECTION WITH THE LISTING

Costs attributable to the Listing will be borne by the Company. The total costs are expected to amount up to
approximately NOK 4 million, which include cost related to fees to Pareto Securities AS, Oslo Børs, printing
and distribution of this Prospectus, costs to legal advisors and the Company’s auditor.
1.4

SUMMARY OF RISK FACTORS

A number of risk factors may adversely affect the Brazil Group. The risks outlined in Section 2 are not
exhaustive, and other risks not discussed herein may also adversely affect the Brazil Group. Prospective
investors should consider carefully the information contained in this Prospectus and make an independent
evaluation before making an investment decision. The risk factors the Brazil Group and its Shares are subject to
are inter alia; competition, availability of drilling equipment and access restrictions, the Brazil Group’s oil and
natural gas production, new reserves, technical risk, estimates for abandonment costs, permits and licenses,
governmental regulations, title to properties, commodity price volatility, environmental risks, key personnel,
liquidity risk, credit risk, exchange risk, interest rate risk and commodity price risk, risk related to bond
restructuring and risks related to Pan Merger.
1.5

DIRECTORS, MANAGEMENT AND EMPLOYEES

Board of directors
The Company’s Board of Directors consists of the following members: Dag Erik Rasmussen (Chairman),
Katherine Hatlen Støvring and Ragnar Thor Grundtvig Søegaard.
Management
The executive management of the Company currently consists of the following members: Kjetil Solbrække
(CEO), Anders Kapstad (CFO), Carl Peter Berg (VP), Thor A.Tangen (Chief Engineer) and Jonas Gamre (IR
and Financial Analyst).
Employees
As of the date of this Prospectus, the Brazil Group’s operations involves’ about 20 people.
1.6

ADVISORS AND AUDITORS

Manager
The Manager for the Listing is Pareto Securities AS.
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Legal Advisor
The Company’s legal advisor for the Listing is Wiersholm Advokatfirma AS.
Independent Auditor
The Company's auditor is Deloitte AS.
1.7

SUMMARY OF OPERATING AND FINANCIAL INFORMATION

Unaudited Carved out Consolidated Financial Statements (USD 000)

2009

2008

2007

The Brazil Group The Brazil Group The Brazil Group
Carved out
Carved out
Carved out

Oil and Gas revenue

34 650

73 551

46 621

Total revenue

34 650

73 551

46 621

Production costs

-4 002

-25 692

-23 221

Exploration and dry hole costs

-14 160

-22 937

-236

General and administrative expenses

-11 473

-15 918

-7 906

EBITDA

5 015

9 004

15 258

Depreciation

-6 809

-11 237

-24 151

Impairment

-13 679

-25 911

-26 159

Total operating expenses

-50 123

-101 695

-81 673

EBIT-Operating income/loss

-15 473

-28 144

-35 052

Interest revenue

3 249

4 660

2 142

Interest expense

-16 425

-16 359

-9 325

Foreign exchange gain/(loss)

24 649

5 828

6 544

Other financial income

283

2 400

-1 294

Net financial items

11 756

-3 471

-1 933

Net profit/(loss) before tax

-3 717

-31 615

-36 985

Income tax

-4 283
-8 000

10 674
-20 941

9 153
-27 832

Profit /(Loss)after tax
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Unaudited Carved out Consolidated Statements of Financial Position (USD 000)

2009
The Brazil Group
Carved out

2008

2007

The Brazil Group The Brazil Group
Carved out
Carved out

Assets
Non-current assets
Licence and exploration assets
Deferred tax asset
Other non current assets

126 300

99 759

114 705

22 564

10 105

0

2 099

7 983

13 273

111 300

81 640

110 496

2 806

2 276

1 954

265 069

201 763

240 428

0

290

3 051

Accounts receivable and other short term assets

14 715

15 996

21 815

Cash and cash equivalents

17 105

14 891

10 489

Total current assets

31 820

31 177

35 355

296 889

232 940

275 783

105 015

67 568

91 957

0

0

14 141

20 928

23 416

22 561

Field Investment and equipment
Furniture and fixtures
Total non current assets

Current assets
Inventory

Total assets

Equity and liabilities
Equity
Long term liabilities
Deferred tax liability
Other long term debt Brazil
Allocated 40 % of NEC J warrant liability

4 518

4 801

8 039

Total long term liabilities

25 446

28 217

44 741

Short term Interest bearing debt Brazil

80 887

78 952

74 727

Accounts payable Brazil

33 977

10 492

15 130

2 703

2 198

3 117

274
48 588

276
45 238

191
45 920

Total current liabilities

166 428

137 156

139 085

Total liabilities

191 874

165 372

183 826

Total equity and liabilities

296 889

232 940

275 783

Allocated accrued interest NEC01
Allocated accrued expenses
Allocated NEC01 bond loan
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Unaudited Carved out Consolidated Cash-flow statement (USD 000)
Consolidated Statement of Cash flows
Net ca s h fl ows from opera ti ng a cti vi ti es
Net ca s h fl ows from i nves ti ng a cti vi ti es
Net ca s h fl ows from fi na nci ng a cti vi ti es
Effects of forei gn currency a nd tra ns l a ti on of
forei gn opera ti ons on ca s h ba l a nces
Cha nge i n ca s h a nd ca s h equi va l ents duri ng the peri od

2009

2008

8 111

144

-8 807

-18 285

-1 683

24 347

4 593

-1 804

2 214

4 402

Ca s h a nd ca s h equi va l ents a t the begi nni ng of the peri od

14 891

10 489

Ca s h a nd ca s h equi va l ents a nd the end of the peri od

17 105

14 891

Unaudited Carved out Consolidated changes in equity (USD 000)
At December 31, 2007

91 957

Net profit/(loss) for the year
Currency translation adjustment

-20 941
-6 059

Group contributions and funding

2 610

At December 31, 2008

67 567

Net profit/(loss) for the year

-8 000

Currency translation adjustment

20 620

Group contributions and funding

24 828

At December 31, 2009

105 015

The legal entity Panoro Energy ASA (established April 28, 20009) was acquired by Norse Energy in December
2009. The legal entity has no operations or activity. For audited financial information of Panoro Energy ASA for
2009 including auditor’s report, reference is made to Appendix 2. The following is a summary of the Statement
of Financial Position of Panoro Energy ASA as of 31.12.2009:
Statement of Financial Position; Panoro Energy ASA

(USD 000)

Assets
Current assets
Cash and cash equivalents
Total assets

31.12.2009
173
173

Equity and liabilities
Equity
Total equity and liabilities

173
173
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Significant changes to the Brazil Group’s financial or trading position since 31 December 2009
The Brazil Group is to acquire its main assets, liabilities and activities thorough a demerger of Norse Energy
that will be completed immediately prior to listing of the Shares in the Company.
The general meeting of the Company on 26 April 2010 approved a merger with Pan-Petroleum Holding AS still
to be completed (the “Pan Merger”).
The general meeting of the Company on 26 April 2010 approved a private placement with gross proceeds NOK
380 million equivalent to USD 65 million at the then prevailing currency rate 5,85 (“Private Placement”).
The Private Placement was on 7 June 2010 partly completed as the remaining conditions for closing where
waived for NOK 192,5 million in gross proceeds (net proceeds USD 28 million at currency rate of 6,53) where
NOK 117 million was subscribed by Norse Energy and NOK 75,5 million by Sector. The Company issued in
total 15.282.872 new shares with a nominal value of 1,460471768 each at a subscription price of NOK 12.5958,
resulting in a nominal share capital increase of NOK 22.320.203,09 in total (these figures reflecting post
reversed split 10-1). This share issue is hereinafter referred to as the First Trance of the Private Placement.
The Share capital in the Company – reflecting the completion and registration of the Demerger and the First
Trance of the Private Placement - is NOK 90.692.854,88 divided into 62.098.328 shares each with a nominal
value of NOK 1,460471768.
Completion in respect of the remaining NOK 187.500.000 (gross proceeds) of
the Private Placement is still conditional upon completion of the Pan
Merger within 30 June 2010, unless this condition is waived.
The Company has not experienced any significant changes in its financial or trading position or trends outside
the ordinary course of business that are significant to the Company after 31 December 2009 and to the date of
this Prospectus.
1.8

SUMMARY OF CAPITALISATION AND INDEBTEDNESS

The following table shows the actual capitalisation and indebtedness as per 31 December 2009 with updated
figures as of 7 June 2010 (USD 000). The numbers for the Company as of 31 December 2009 have been derived
from audited financial statements for 2009. The numbers for the Company for 2010 are unaudited. The numbers
for the Brazil Group have been derived from the unaudited consolidated carved out financial statements. For
explanation of the basis for the preparation of the carved out financial statements, see section 7. The compilation
of the capitalization and indebtedness table as such is unaudited.
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Panoro Energy Panoro Energy The Brazil Group The Brazil Group
ASA
ASA
Carved out
Carved out
31.12.2009

07.06.2010

31.12.2009

07.06.2010

Total capitalization
A. Share capital

17

15 559

11 836

B. Legal reserve

0

41 772

17 496

15 559
41 772

C. Other reserves

156

63 258

45 599

45 599

E. Total equity (A+B+C+D)

173

120 590

74 931

102 931

F.Long-term debt guaranteed

0

0

0

G. Long-term debt secured

0

0

48 588

0
86 872 **

H.Long-term debt ( unguaranteed/unsecured)

0

0

0

0

I.Total long-term debt (F+G+H)

0

0

48 588

86 872

J. Current debt guaranteed

0

0

0

K.Current debt secured

0

0

80 887

0
39 499 **

L. Current debt (unguaranteed/unsecured)

0

0

0

0

M. Total current debt (J+K+L)

0

0

80 887

39 499

173

120 590

204 406

229 302

N.Total capitalization ( E+I+M)
Net indebtedness
A. Cash

36 459 ***

173

28 000

17 105

B. Cash equivalent

0

0

0

C. Trading securities

0

0

0

0

173

28 000

17 105

36 459

E. Current financial receivable

0

0

0

0

F. Current bank debt

0

0

80 887

39 499

G. Current portion of non current debt

0

7 288

7 288

H. Other current financial debt

0

0

0

0

I. Current financial debt (F+G+H)

0

7 288

88 175

46 787

J. Net current financial indebtedness( I+E+D)

0

-20 712

71 070

10 328

D. Liquidity (A+ B+C)

0

7 288 *

K. Non current bank loans

0

0

0

L. Bond issued

0

41 300

41 300

38 284

M. Other non current loans

0

0

0

0

N. Non current financial indebtedness (K+L+M)

0

41 300

41 300

79 584

O. Net financial indebtedness (J+N)

0

20 588

112 370

89 912

41 300 *

*The NEC 01 bond loan has been classified as long term and secured, subject to the bond loan
restructuring (described under 9.4 Borrowings) becoming effective upon the completion of the
condition precedents therein.
** The Brazil subsidiaries have entered into a refinancing agreeement with its Brazilian banks
described under 9.4 Borrowings.The loans have been reclassified in the 7 june 2010 column
accordingly.
***The Cash and equity as of 7 june 2010 includes USD 28 million in gross proceeds following
completion of share subscriptions by Norse Energy and Sector as described herein
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1.9

MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS

The 5 largest shareholders upon listing are shown in the table below:
Name of shareholder
1
2
3

GOLDMAN SACHS INT. - EQUITY UBS AG, LONDON BRANCH

Number of
Shares
74 579 150
35 426 883
17 001 138

Percentage
(%)
15.93%
7.57%
3.63%

11 300 000
8 100 500

2.41%
1.73%

NORDEA BANK NORGE ASA
4
5

BRUHEIM BJARTE
VIKSUND AS

The shareholders in Norse Energy at the date of completion of the Demerger will become the shareholders in the
Company in the same ratio. The above table reflect the ownership positions in Norse Energy as of 7 June 2010
and the subscription by Norse Energy and Sector in respect of the First Trance Private Placement. For the sake
of clarity – this does not reflect the ownership position post completion of the Pan Merger and the remaining
Private Placement amount.
Major shareholders
The major shareholders of the Company are defined as shareholders holding more than 5% of the share capital
in the Company. The major shareholder is Sector Omega. Funds controlled by Sector holds 108,886,432 shares
in Norse Energy as the date of the Prospectus, representing 23.26% of the shares in Norse Energy. Following the
completion of the Demerger and the First Trance of the Private Placement own 27,18 % of the shares in the
Company.
Following the completion of the First Trance of the Private Placement, Norse Energy own 14,96% of the shares
in the Company.
In accordance with the disclosure obligations under the Norwegian Securities Trading Act, shareholders
acquiring ownership to or control over more than 5% of the share capital of a company listed on Oslo Børs must
notify the stock exchange immediately. The table above shows the percentage held by such notifiable
shareholders.
Related party transactions since 2007
The Company is party to the Merger Plan for the still uncompleted Pan Merger as described above.
Norse Energy has completed transactions with related parties in the period from 2007 and up until the date of
this Prospectus, of which the transactions stated below relate to the business acquired by the Company in the
Norse Energy demerger. The agreements pertaining to this transactions are all entered into on market terms and
in accordance with provisions in the Norwegian Public Limited Companies Act.
2009: The sale of 30% of the shares in NEdB to Sector at a purchase price of USD 30,000,000. The purchase
price was settled in accordance with the agreement and accordingly there are no amounts outstanding with
respect to the transaction.
1.10

ADDITIONAL INFORMATION

Share capital and shareholder matters
All issued Shares in the Company are issued in accordance with Norwegian law, and vested with equal
shareholder rights in all respects. There is only one class of shares. The Company’s Articles of Association do
not contain any provisions imposing any limitations on the ownership or the tradability of the Shares.
The Shares have been created under the Norwegian Public Limited Liability Companies Act and registered in
book-entry form in the VPS under the international securities identification number ISIN NO 001 0564701.
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As of the date of this Prospectus, the Company’s registered share capital is NOK 90.692.854,88 divided into
62.098.328 shares each with a nominal value of NOK 1,460471768, reflecting the shares issued upon
completion of the Demerger and the First Trance of the Private Placement All the Shares are authorised and
fully paid.
The general meeting of the Company on 26 April 2010 approved the Private Placement with gross proceeds
NOK 380 million equivalent to USD 65 million at the then present currency rate of 5,85.
The First Trance of the Private Placement was completed and registered on 7 June 2010 with gross proceeds of
NOK 192.5 million. Completion for the remaining NOK 187.5 million gross proceeds is still conditional upon
completion of the Pan Merger within 30 June 2010, unless this condition is waived.
As of the date of this Prospectus the Company does not own any treasury shares.
The registrar for the Shares with the VPS is Nordea Bank Norge ASA, Verdipapirservice, P.O. Box 1166 Sentrum, N-0107 Oslo, Norway.
Articles of Association
The Articles of Association of the Company are included as Appendix 1 to this Prospectus. According to
Section 1 of the Articles of Association, the Company's business shall be exploration, production, transportation
and marketing of oil and natural gas and exploration and/or development of other energy forms, sale of energy
as well as other related activities. The business might also involve participation in other similar activities
through contribution of equity, loans and/or guarantees.
Documents on display
For the life of this Prospectus the following documents (or copies thereof), where applicable, may be inspected
at the offices of the Company:
x
x
x
x
x
x
x

The Memorandum of incorporation and Articles of Association of the Company
All reports, letters, and other documents, historical financial information, valuations, and statements
prepared by any expert at the Company’s request any part of which is included or referred to in the
Prospectus
The audited financial accounts of the Company for 2009
Historical financial information for the Company's subsidiaries for 2008 and 2009
Information Memorandum dated 27 January 2010
Information Memorandum dated 23 April 2010
This Prospectus

Third party statements
The Company confirms that when information in this Prospectus has been sourced from a third party it has been
accurately reproduced and as far as the Company is aware and is able to ascertain from the information
published by that third party, no facts have been omitted which would render the reproduced information
inaccurate or misleading.
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2.

RISK FACTORS

2.1

MARKET RISKS

The Brazil Group experiences strong competition
The oil and natural gas industry is capital intensive and the Brazil Group operates in an environment in which
many other companies have greater financial and technical resources than the Brazil Group. These other
companies include major integrated oil and natural gas producers and numerous other independent oil and
natural gas companies and individual producers and operators.
2.2

OPERATIONAL RISKS

The Brazil Group's oil and natural gas production could vary significantly from the reports from
independent reserve engineer firms
The Brazil Group partly bases its investment plans on reserve reports, prepared by the independent reserve
engineer firm Gaffney Cline & Associates for reserves. Such reports are also obtained at least annually to
establish the expected production profiles for the fields in production, and the expected economic lifetime of the
fields. Any reduction in reserves might lead to a write down of field investments due to impairment tests and
increases in future depreciations.
The Brazil Group may not be able to discover new reserves
The Brazil Group’s future oil and gas reserves, production, and cash flows in Brazil are highly dependent on the
Brazil Group successfully identifying new discoveries. Without the addition of new reserves, any existing
reserves the Brazil Group may have at any particular time and the production thereof will decline over time
through production and distribution into the market. A future increase in the Brazil Group’s reserves will depend
not only on the Brazil Group’s ability to develop any concession it may have from time to time, but also on its
ability to select and acquire suitable producing properties or prospects. There can be no assurance that the Brazil
Group’s future exploration and development efforts will result in the discovery and development of additional
commercial accumulations of oil and gas. Should the Brazil Group not discover additional reserves, current
operations will not be sustainable.
Technical risk in development of Brazilian oil fields and oil production
The development of the Brazilian oil fields in which the Brazil Group participates in in associated with
significant technical risk and uncertainty with regards to production start. The risks include – but are not limited
to - cost overruns, production disruptions and delays compared to initial plans established. Some of the most
important risk factors are related to the determination of reserves and their recoverability and the planning of a
cost efficient and suitable production method. There are also technical risks present in the production, which
may cause cost overruns, failed investment and destruction of wells and reservoirs.
Estimates for abandonment costs
When the production from an oil field in Brazil cease, the Brazil Group is obliged to shut in wells and remove
installations. Provisions are based on the best available estimates, based on today’s technology and today’s
prices for services, equipment and manpower.
Permits and licenses
Significant parts of the Brazil Group’s operations in Brazil require licenses and permits from various
governmental authorities. There can be no assurance that the Brazil Group will be able to obtain all necessary
licenses and permits that may be required to carry out exploration and development at its projects. If the present
permits and licenses are terminated or withdrawn, such event could have material negative effect of the Brazil
Group's operations.
Governmental regulations
The oil and gas industry in general is subject to extensive government policies and regulations, which result in
additional cost and risk for industry participants. Environmental concerns relating to the oil and gas industry’s
operating practices are expected to increasingly influence government regulation and consumption patterns,
which favor cleaner burning fuels such as gas. The Brazil Group is uncertain as to the amount of operating and
capital expenses that will be required to comply with enhanced environmental regulation in Brazil in the future.
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These risks are mitigated by the Brazil Group, to the extent possible, by adherence to focused exploration and
development strategies, experience and expertise of the Brazil Group's management.
Commodity price volatility
The oil and gas industry has been subject to considerable price volatility, over which companies have little
control, and a material decline in prices could result in a decrease in the Brazil Group’s production revenue. The
oil and gas industry has inherent business risks and there is no assurance that products can continue to be
produced at economical rates or that produced reserves will be replaced. Fluctuations in prices and currency
exchange rates, as well as changes in production volumes, are daily risks in the industry.
Environmental risks
All phases of the oil and natural gas business present environmental risks and hazards and are subject to
environmental regulation pursuant to a variety of international conventions and state and municipal laws and
regulations. Environmental legislation provides for, among other things, restrictions and prohibitions on spills,
releases or emissions of various substances produced in association with oil and gas operations. The legislation
also requires that wells and facility sites be operated, maintained, abandoned and reclaimed to the satisfaction of
applicable regulatory authorities. Compliance with such legislation can require significant expenditures and a
breach may result in the imposition of fines and penalties, some of which may be material. Environmental
legislation is evolving in a manner expected to result in stricter standards and enforcement, larger fines and
liability and potentially increased capital expenditures and operating costs. The discharge of oil, natural gas or
other pollutants into the air, soil or water may give rise to liabilities to governments and third parties and may
require the Brazil Group to incur costs to remedy such discharge. No assurance can be given that environmental
laws will not result in a curtailment of production or a material increase in the costs of production, development
or exploration activities or otherwise adversely affect the Brazil Group’s financial condition, results of
operations or prospects.
Reliance on operations and key personnel
To the extent that the Brazil Group is not the operator of its properties, it will be dependent upon other
guarantors or third parties operations for the timing of activities and will be largely unable to control the
activities of such operators. In addition, the Brazil Group’s success depends, to a significant extent, upon
management and key employees. The loss of key employees could have a negative effect on the Brazil Group.
Attracting and retaining additional key personnel will assist in the expansion of the Brazil Group’s business. The
Brazil Group will face significant competition for skilled personnel. There is no assurance that the Brazil Group
will successfully attract and retain personnel required to continue to expand its business and to successfully
execute its business strategy.
2.3

FINANCIAL RISKS

Liquidity risk
Liquidity risk is the risk that the Brazil Group will not be able to meet its obligations as they fall due. Prudent
liquidity risk management includes maintaining sufficient cash and marketable securities, the availability of
funding from an adequate amount of committed credit facilities, and the ability to close out market positions.
In addition, management obtains funding through asset based lending in Brazil.
Credit risk
The Brazil Group is exposed to credit risk that arises from cash and cash equivalents, derivative financial
instruments and deposits with banks and financial institutions, as well as credit exposures to customers,
including outstanding receivables and committed transactions.
For banks and financial institutions, only independently rated parties with a minimum rating of [“A”] are
accepted. If customers are independently rated, these ratings are used. Otherwise, if there is no independent
rating, risk control in the operating units assesses the credit quality of the customer, taking into account its
financial position, past experience and other factors.
The utilization of credit limits is regularly monitored and kept within approved budgets. The credit risk of the
buyer of the natural gas in Brazil (Petrobras) to default on the payment is considered to be very low.
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Foreign exchange risk
The Brazil Group operates internationally and is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to the Norwegian Kroner (NOK), the US dollar (USD) and the Brazilian Real
(BRL). Management has set up a policy where Brazil Group companies are required to manage their foreign
exchange risk against their functional currency. Foreign exchange risk arises when future commercial
transactions or recognized assets or liabilities are denominated in a currency that is not the entity’s functional
currency.
In Brazil, the Brazil Group has investments in operations, whose net assets are exposed to foreign currency
translation risk. However, the Brazil Group has obtained loans in BRL to mitigate the currency risk arising from
the subsidiaries net assets.
The Brazil Group is exposed to USD, BRL and NOK and will from time to time utilize financial instruments
such as cross currency interest rate swaps to hedge the forward foreign currency risk associated with certain
foreign currency denominated bond loans.
Interest rate risk
The Brazil Group has interest rate risk exposure arising from changes in USD, BRL and NOK interest rates on
long-term borrowings. Borrowings issued at variable rates expose the Brazil Group to cash flow interest rate
risk. Borrowings issued at fixed-rates expose the Brazil Group to fair value interest rate risk.
To manage interest rate risk, management retains a proportion of fixed to floating rate borrowings within limits
approved by the Board of Directors. The Brazil Group will achieve this through obtaining a mix of fixed and
floating rate term debt, and by entering into interest rate swaps.
Commodity price risk
The nature of the Brazil Group’s industry is subject to considerable price volatility, over which the Brazil Group
holds little control, and a material decline in commodity prices could result in a decrease in our production
revenue. To manage this risk, the Brazil Group strives to keep a balance between fixed and floating price
contracts. This is minimized as the Brazil Group has entered into a fixed price contract for the gas production in
the Manati field with the purchaser in Brazil (Petrobras).
Change of Control Risk
The Company may in certain situations need to obtain consents and approvals from governmental authorities
and other third parties in connection with change of ownership and corporate restructurings. A number of their
contracts have change of control or preemption clauses. There can be no assurance that such consents will be
granted, or that they will be granted free of conditions, in each case.
Risk related to bond restructuring
The bond restructuring is subject to lifting of certain condition precedents as described in the published loan
amendment agreements.
2.4

RISKS RELATED TO PAN MERGER

Risk regarding completion of Pan Merger
The completion of the Pan Merger is subject to the conditions described in section 10. The Company expects
completion to occur in accordance with the Merger Plan.
Risk for loosing key employees as a result of the Pan Merger
This risk is mitigated through active communication with key employees and ensuring that no employees will
loose their job as a result of the merger. It is not expected that key employees will leave the Company as a result
of the merger with PAN Petroleum
Long term funding
The merged company will have a higher capital need long term given successful development of the portfolio in
Pan-Petroleum. With a continued long term turbulent financial market it may be challenging to provide
sufficient capital in order to capture the value in the portfolio.
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3.

RESPONSIBILITY FOR THE PROSPECTUS

3.1

The Board of Directors of Panoro Energy ASA

The Board of Directors of the Company accepts responsibility for the information contained in this Prospectus.
The Board of Directors hereby declares that, having taken all reasonable care to ensure that such is the case, the
information contained in this Prospectus is, to the best of our knowledge, in accordance with the facts and
contains no omissions likely to affect its import.

Oslo, 7 June 2010
The Board of Directors of Panoro Energy ASA

Dag Erik Rasmussen
Chairman

Katherine Hatlen Støvring
Board member
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Ragnar Thor Grundtvig Søegaard
Board member

4.

NOTICE REGARDING FORWARD-LOOKING STATEMENTS

This Prospectus includes “forward-looking” statements, including, without limitation, projections and
expectations regarding the Brazil Group’s future financial position, business strategy, plans and objectives.
When used in this document, the words “anticipate”, “believe”, “estimate”, “expect”, “seek to” and similar
expressions, as they relate to the Company, its subsidiaries or its management, are intended to identify forwardlooking statements. Such forward-looking statements involve known and unknown risks, uncertainties and other
factors, which may cause the actual results, performance or achievements of the Company and its subsidiaries,
or, as the case may be, the industry, to materially differ from any future results, performance or achievements
expressed or implied by such forward-looking statements. Such forward-looking statements are based on
numerous assumptions regarding the Brazil Group’s present and future business strategies and the environment
in which the Company and its subsidiaries will operate. Factors that could cause the Brazil Group’s actual
results, performance or achievements to materially differ from those in the forward-looking statements include
but are not limited to:
x

the competitive nature of the markets in which the Brazil Group operates,

x

global and regional economic conditions,

x

government regulations,

x

changes in political events, and

x

force majeure events

Some important factors that could cause actual results to differ materially from those in the forward-looking
statements are, in certain instances, included with such forward-looking statements and in the section entitled
“Risk Factors” (Section 2) in this Prospectus.
Given the aforementioned uncertainties, prospective investors are cautioned not to place undue reliance on any
of these forward-looking statements.
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5.
5.1

THE LISTING
Reason for the Stock Exchange Listing

The Company has decided to apply for the Listing of the Shares on Oslo Børs in order to meet the requirement
for completion of the Norse Energy demerger. The Company expects that a listing will:
•

Facilitate the use of capital markets in order to raise further equity should this be required;

•

Provide a regulated marketplace for the trading of the Shares;

•

Facilitate a satisfactory liquidity in the Shares and thereby make the Shares a more attractive
investment for existing and new Shareholders; and

•

Improve the Company’s access to capital to facilitate further growth.

5.2

Listing on Oslo Børs

The Shares of the Company are not currently listed on Oslo Børs or any other stock exchange or regulated
market. The board of directors of Oslo Børs approved the Company’s Listing application at its meeting on 27
May 2010.
The listing of the Shares at Oslo Børs will be coordinated with the completion of the Demerger of Norse Energy
and the registration of the capital increase resulting from the private placements of USD 28 million.
The Demerger and the listing will be effective and the Shares will begin trading on Oslo Børs on or about 31
May 2010.
5.3

Publication related to the Listing

Publication of information related to any changes in the Listing will be published on the Oslo Børs’ information
system, and will also be available on the Company’s web site.
5.4

VPS registration

The Shares are registered with VPS under the International Securities Identification Number (ISIN) NO 001
0564701. The registrar for the Shares is Nordea Bank Norge ASA, Registrars department, Essendrops gate 7,
0368 Oslo, Norway.
5.5

Manager and legal advisor

The Manager for the Listing is Pareto Securities AS. Legal advisor for the Listing is Wiersholm Advokatfirma
AS.
5.6

Expenses

Transaction costs and all other directly attributable costs in connection with the Listing and the Listing will be
borne by the Company. The total costs are expected to amount to approximately NOK 4 million. In addition cost
related to fees to Oslo Børs, printing and distribution of this Prospectus will be borne by the Company.
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6.

PRESENTATION OF PANORO ENERGY ASA

6.1

INCORPORATION, REGISTERED OFFICE, AND REGISTRATION NUMBER

The Company’s legal and commercial name is Panoro Energy ASA. The Company was incorporated under New
Brazil Holding ASA and renamed to Panoro Energy ASA on 1 June 2010. The Company is a Norwegian Public
Limited Company organised under the Norwegian Public Limited Companies Act of 19 June 1997 No 45. The
Company’s registered organization number is 994 051 067. The Company was incorporated on 28 April 2009
under the name Startup 387 09 AS.
The Company’s registered office is at Dr. Maudsgate 1-3, 0124 Oslo, Norway. The Company’s telephone
number is + 47 23 01 10 00.
Panoro Energy ASA has had no separate activity or operations.
The Brazil Group will acquire its main assets, liabilities and activities through a demerger of Norse Energy that
will be completed immediately prior to listing of the Shares in the Company. The demerger is further described
herein and in the Information Memorandum issued by Norse Energy on 27 January 2010, attached as Appendix
8.
6.2

HISTORY AND DEVELOPMENT

In 2005, the two companies Northern Oil ASA and NaturGass (USA) AS merged and changed its name to Norse
Energy. On 13 July, 2005 Norse Energy was listed on the Oslo Stock Exchange under the ticker symbol “NEC”.
Norse Energy is an international Oil and Gas company with significant international experience in the oil and
natural gas industry, both onshore and offshore. In addition to the activities carried out by the subsidiaries in
Brazil, Norse Energy engages in the exploration, production, gathering, transportation and sale of natural gas in
the United States. We were one of the oil and natural gas companies to take advantage of the enactment in 1997
of the Petroleum Law, which abolished the monopoly of the state-controlled oil company Petrobras in the
Brazilian upstream oil and gas industry and allowed private companies to enter the exploration and production
market. Since we commenced our activities in Brazil in 1999 (under the subsidiary Coplex which was owned
by Northern Oil), we have been able to create a diversified portfolio of assets related to the exploration,
development and production of oil and natural gas in Brazil.
The extraordinary general meeting of Norse Energy on 26 January 2010 decided that Norse Energy should be
divided into two parts through the Norse Energy demerger, with ownership of Norse Energy’s mainland
business, i.e., the business in the US and its associated assets, while the ownership of the business in Brazil and
its associated assets are transferred to the Company. The Norse Energy demerger will become effective
immediately prior to listing of the Shares at the Oslo Stock Exchange and is consequently scheduled for on or
about 31 May 2010.
6.3

LEGAL STRUCTURE

Panoro Energy ASA is the holding company in the Brazil Group. The Brazil Group has the following legal
structure:

Panoro Energy ASA
70 %
70%
99.99 %
57 %
Norse Energy do Brasil S.A.
99.99%

Coplex Petroleo do
Brasil Ltda.

57%

43%

Rio das Contas Produtora
de Petroleo Ltda.

The following subsidiaries are incorporated in Brazil:
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Norse Energy do Brasil S.A, Praia de Botafogo No 228, Sala 801, Rio de Janeiro - RJ-Brasil, Brazil 22250-040.
Coplex Petroleo do Brasil Ltda., Praia de Botafogo No 228, Sala 801, Rio de Janeiro - RJ-Brasil, Brazil 22250040.
Rio das Contas Produtora de Petroleo Ltda., Praia de Botafogo No 228, Sala 801, Rio de Janeiro - RJ-Brasil,
Brazil 22250-040.
6.4

BUSINESS OVERVIEW

The Company believes Brazil is one of the most attractive countries in terms of investing in oil and natural gas
assets, due to the historic and expected growth of oil and natural gas reserves and production. This growth has
allowed the country, which imported approximately 80% of its oil needs in the 1980s, to become a net oil
exporter.
In August 1997 the Brazilian Government introduced the Oil Act (Law no. 9,478/97), which broke up the
monopoly of the state-controlled oil company Petrobras by introducing mechanisms under which any company
is permitted to develop oil and natural gas exploration and production activities, as well as to transport, refine
and import or export petroleum by means of concession agreements. Brazil has 29 sedimentary basins of
interest to oil and gas exploration and production companies, covering around 7.5 million km², approximately
2.5 million km² of this along the coast. Concessions for exploration and production have been granted for less
than 4% of these areas. As few as 22,000 oil wells have been drilled overall across the Brazilian sedimentary
basins to date. Considering that over 40,000 wells are drilled in the United States and Canada every year there is
still significant exploration potential in a country as large as the United States excluding Alaska.
Brazil has adopted a clear and transparent regulatory framework for oil and natural gas investors, including,
among other things, bidding rounds for oil and natural gas blocks and the permission to acquire and transfer
assets between properly accredited companies.
Currently, Petrobras and private companies compete in exploration and production activities in Brazil. These
activities may only be performed pursuant to a concession or permission granted to companies organized under
Brazilian laws and having their headquarters and management in Brazil.
Domestic and foreign companies duly qualified can participate in the competitive bids for the exploration,
development and production of hydrocarbons. In order for them to become concessionaires, however, they must
organize a company under the laws of Brazil.
The bid rounds occur regularly and are organized by ANP. They are a means to grant concessions for oil and
natural gas exploration, development and production. The definition of the blocks to be offered in a bid round
put on by ANP is conditioned on the availability of geological and geophysical data indicating the presence of
oil and natural gas and preliminary considerations about environmental conditioning factors, among other
technical requirements.
The Brazil Group currently participates in petroleum exploration and production via Norse Energy do Brasil
S.A, Coplex Petroleo do Brasil Ltda. (“Coplex”) and Rio das Contas Produtora de Petroleo Ltda. (“Rio das
Contas”).
The Brazil Group is active in two geological basins with a total of eight licenses: two in the Camamu-Almada
basin offshore in the state of Bahia and six licenses offshore in the Santos basin.
The Company is currently focusing its activities on these two basins. The Company intends to continue to
prioritize our exploration and development program and new business development activities within these areas,
where it can leverage its technical and operational base and capitalize on our relationships with local authorities
and other market players. The Company believes that it's local knowledge makes the Company an attractive
partner for many E&P players seeking to enter the Brazilian oil and natural gas industry. The Company believe
the Brazilian market will attract the level of competition for exploration and development opportunities seen in
the North American and North Sea markets, giving the Company a competitive advantage, particularly if
prevailing prices and demand for oil and natural gas continue in the future. As an early entrant into the
Brazilian market with significant experience, the Company believes that it is ideally positioned to participate in
attractive projects together with other companies in the E&P sector.
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Manati (10% interest) – Camamu-Almada Basin
The Manati natural gas field is located inside the BCAM-40 Block and was discovered in October 2000. The
10% interest in the Manati field was acquired in 2005. The Brazil Group's partners in this field are Petrobras, the
operator, holding a 35.0% interest, Queiroz Galvao, with a 45.0% interest and Brasoil with a 10.0% interest.
The development of the Manati Field was carried out between 2004 and 2007, through (i) the drilling of 6
development wells, (ii) the construction of a natural gas processing plant located in São Francisco do Conde;
and (iii) the construction of an approximately 120 km long and 24 inch diameter pipeline to connect the offshore
platform and the natural gas processing plant.
During 2009, the field produced on average 31,020 boe per day of natural gas. The Brazil Group’s share of the
Manati field certified 2P reserves as of December 31, 2009 is 15.79 MMBOE. The certified 1P reserves of 11.5
MMBOE as of December 31, 2009 are committed reserves under the take or pay contract with Petrobras. The
Brazil Group anticipates ultimate recoverable reserves to exceed the current gas contract volume. The
consortium is discussing a potential additional gas contract for the remaining volumes above the existing take or
pay contract.
BS-3 Project (Cavalo Marinho (50%), Estrela do Mar (65%) and Coral redevelopment (35%)) – Santos
Basin
The Brazil Group has defined the BS-3 Integrated Project to include the Cavalo Marinho (50% interest), Estrela
do Mar (65% interest), Coral re-development (35% interest), Caravela (100% Petrobras) and a pipeline to shore.
The Brazil Group acquired a 27.5% interest in the Cavalo Marinho Field in 2001 and subsequently increased it's
interest to 42.5% in 2005 and to 50% in 2006. The Brazil Group consortium partners in the Cavalo Marinho
Field are Petrobras, the operator who holds an interest of 35%, and Brasoil, owning an interest of 15% in the
field.
The Brazil Group acquired 27.5% interest in the Estrela do Mar Field in 2001 and subsequently increased it’s
interest to 57.5% in 2005 and to 65.0% in 2006. It’s partner in the Estrela do Mar Field is Petrobras, which holds
a 35% interest and serves as operator of the asset.
The Brazil Group acquired an interest of 27.5% in the Coral Field through it’s subsidiary Coplex in 2001.
Subsequently the Brazil Group increased it's interest with the acquisition of an additional 7.5% interest in 2006.
It’s partners in the field are Petrobras, operator with an interest of 35%, Queiroz Galvao, owning an interest of
15.0% and Brasoil, owning an interest of 15.0%. The field produced oil until the end of 2008 and is considered
for redevelopment as part of the BS-3 Integrated project.
Over the past two years, the Brazil Group performed a series of third party feasibility studies, including the
geological mapping and modelling of the reservoirs, production modelling, conceptual engineering and risk
analysis in the BS-3 project. The studies showed significant additional recoverable volumes and improved
economic robustness. In the development scenario, the fields will have subsea well templates connected to a
joint FPSO, and the produced gas will be transported through a pipeline to be built to shore.
The BS-3 Integrated project hold third-party certified 2P reserves net to the Brazil Group’s interest of 19.9
MMBOE at the end of 2009.
Camarão Norte (part of BCAM-40 block, 10% interest) – Camamu-Almada Basin
Through drilling of the BAS-131 well in the southern part of BCAM-40 Block, the consortium discovered an oil
and natural gas reservoir inside the BCAM-40 Block. The consortium declared commerciality of the BAS-131
discovery and named it “Camarão Norte” (CRN). This field was discovered in 2001, 9 km south of the Manati
field and extends to the south into the BM-CAL-4 block which is 100% owned by El Paso.
The field reservoirs of the Camarão Norte are of Sergi sandstones (same as the Manati field). The CRN is a ring
fenced area of 17 square km in 40 meters of water depth.
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In September 2007, El Paso declared commerciality of the field in the BM-CAL-4 block and proposed the name
of Camarão for the field. According to the Brazilian Petroleum Law, the two areas of the field have to be
unitized and a single development plan has to be proposed to ANP. The unitization discussions will be initiated
during 2010.
Sardinha (20% interest) – Camamu-Almada Basin
The Sardinha field was discovered by Petrobras in 1992 and is located offshore in around 30 meter water depth..
The field has good seismic coverage (2D and 3D) and 11 wells have been drilled until the end of 2007. The
Brazil Group acquired it’s 20% interest in this asset in 2006. The Brazil Group's partners in the Sardinha Field
are El Paso Óleo e Gás, the operator, with an ownership interest of 40%, and Petrobras, holding a stake of 40%.
Since 2006, the consortium partners have been analyzing different plans in relation to the field development.
Two different options are being pursued, one contemplating the production of oil and natural gas and the other
contemplating only the production of natural gas. The Brazil Group considers this a marginal field and considers
to farm out of the license.
S-M-1100, S-M-1035 and S-M-1036 Blocks
The Brazil Group was awarded the S-M-1100, the S-M-1035 and the S-M-1036 Blocks in the ninth bidding
round for concessions held in November 2007 by Brazilian Petroleum Authorities, ANP. The Brazil Group is
the operator of the three Blocks, with 50% interest in each of them, and Brasoil holds the other 50%.
The three blocks are located adjacent to each other, about 100 kilometres northeast of the Coral field, in about
200 meters of water depth with reservoir characteristics similar to the Brazil Group's other assets in the area.
These exploration blocks, which cover an area of approximately 510 square kilometres, are anticipated to hold
significant exploration potential.
During 2009, the license Brazil Group acquired 3D seismic, which covered the three exploration blocks in a
total area of ~725 square kilometres (~180,000 acres). Interpretation of the seismic is currently ongoing and
based on the results of the prospects analysis, the Brazil Group will decide on a potential second phase of the
exploration program. The deadline for deciding the drilling commitment for the second exploration phase is Q1
2011.
6.5

THE MARKET

Brazil is a bright spot in the world of energy exploration and production today, having one of the world’s largest
anticipated untapped resource bases. Brazil is developing an oil exporting nation with its recent discoveries of
the deep sub-salt oil fields offshore the coast of Brazil. Currently Brazil has 12.6 billion barrels of oil reserves
and 365 Bcm of gas reserves (source: CIA world fact book www.cia.gov). Brazil is currently undertaking one of
the world’s largest exploration programs to map the extent of discoveries such as Tupi. The state controlled oil
major Petrobras is the leading oil and gas company in the region and is also partner with Norse in its licenses.
As an early entrant since oil deregulation in 1997, Norse Energy Corp. established a significant presence
through its acquisitions of proven reserves, as well as building productive relationships with the Brazilian
authorities, financial institutions and Petrobras.
6.6

RESERVES

The Brazil Group has adopted a policy of regional Reserve Reporting using external third party companies to
audit its work and certify reserves and resources according to the guidelines established by Oslo Børs (OSE).
Reserve and Contingent Resource estimates comply with the definitions set by the Petroleum Resources
Management System (PRMS) issued by the Society of Petroleum Engineers (SPE), the American Association of
Petroleum Geologists (AAPG), the World Petroleum Council (WPC) and the Society of Petroleum Evaluation
Engineers (SPEE) in March 2007. The Brazil Group has a long-standing relation with its certification agent;
Gaffney, Cline & Associates (GCA) in Brazil.
Concession terms for production and development licenses in Brazil carry a 27-year term and are issued by the
National Petroleum Agency (the Agência Nacional do Petróleo, or ANP).
Pricing assumptions Brazil
Oil prices used to test commerciality has been provided by Norse, based on year end WTI NYMEX forward
projections until 2014 - 2% yearly escalation assumed after 2015.
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The Manati gas prices used to test commerciality are determined according to the clauses of the long term gas
sales contract expressed in the local currency ($Reais), adjusted yearly according to the Brazilian price index.
Manati Average gas sales price for 2009: USD 7.19 US$/MMBtu (before royalty and taxes)
Methodology Brazil
All assets covered by this report have extensive 3D seismic surveys that have been used to generate relevant
geological models. These geological models in conjunction with available well and production data were used in
reservoir simulation models for volume estimations according to accepted industry methodology. Resulting subsurface conclusions and recommendations together with documented development concepts as provided by the
Operator has been documented in relevant Plans of Development. (POD’s) submitted to the authorities. The
same work has formed the basis for the Reserve certification performed by GCA.
For the southern Santos assets (referred to as the BS3 area), the Company has since 2008 drawn upon the
services of the Norwegian based E&P consultancy AGR. This provides independent, alternative asset
evaluations supplementing the Operator’s work.
Commerciality has been demonstrated for an integrated development solution involving four BS3
accumulations, including the three Norse assets (Cavalo Marinho, Coral and Estrela do Mar) and the 100%
Petrobras field Caravela.
GCA did review this work in conjunction with the 2008 Reserve report and has certified volumes as Contingent
Resources reflecting that this concept has not reached investment decision or filing of a Plan of Development
(POD).
Field

1P reserves (MMBOE)

2P reserves (MMBOE)

3P reserves (MMBOE)

Estrela do Mar
Cavalo Marinho
Manati
Total

5.7
11.5
17.2

5.7
14.2
15.8
35.7

6.80
20.3
17.9
45.1

Certified 2P reserves at year end 2009 were 42.9 MMBOE which was 2% below year-end 2008. The Company
1P reserves of 23.0 MMBOE reflect a 1% increase compared to last year, reflecting the US drilling program
allowing increased 1P booking.
Management discussions and analysis
Norse Energy do Brasil is focusing its activities offshore in two geographical areas: (1) The “BS-3 area” in the
southern Santos Basin and (2) The “Camamu Almada Area”, offshore the state of Bahia.
x

BS-3 Area highlights

Santos Basin is a large sedimentary basin offshore southern Brasil covering 350 000 km2. The BS-3 area is
located in the southern part of this basin.
BS-3 area holds three important Norse assets: (1) Cavalo Marinho and 2) Estrela-do-Mar oil fields where
development plans have been prepared and are currently under consideration for development and 3) Coral oil
field, currently abandoned but considered for re-development.. An oil discovery just north of Cavalo Marinho named Caravela Sul - is considered as a potential future satellite development. The BS-3 area holds other fields
as well as exploration blocks held 100% by Petrobras.
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Geologically, the hydrocarbon bearing layers are carbonates of the Guaruja Formation. The trapping
mechanisms are a combination of salt movement and faulting, with anticlines forming on top of the salt diapirs.
Four main reservoir zones are mapped in the BS-3 area, named B1 through B4 and found at depths ranging from
4 900 – 5 300 m below sea level. The top layer (B1) is by far the biggest in terms of mapped oil in place
(>1billion barrels) but, permeability has been greatly reduced by geological processes over time. With low oil
prices, historic drilling and completion technologies, B1 have generally been considered non-commercial.
The main producing intervals are the B2 and B3 zones, with B2 showing the best reservoir properties. B4, the
deepest interval, also displays good flow properties but generally holds much smaller quantities of hydrocarbons
when found hydrocarbon bearing.
For the 2009 reserve report, GCA has been provided updated cost estimates of the filed development plan for
CVM.
During 2008, Norse commissioned the Norwegian petroleum engineering consultancy AGR to perform
independent evaluations of the company’s BS3 assets. Results indicated possible upside resources for all Norse
fields compared to the Operator’s evaluations. AGR also suggested a different development scenario involving
drilling of high angle/horizontal wells, subsea tie-backs to a centrally placed production installation and use of
gas lift and water injection. GCA was provided with AGR’s reports and audited these for the purpose of
certifying new values for Contingent Resources.
The partners have agreed to evaluate a larger, integrated development solution scenario where all discoveries in
the area are considered tied back to a central FPSO for processing and gas export to shore as an alternative to the
already filed development plans which still form the basis for GCA Reserves certifications,. This scenario could
also involve a re-development of Coral where a new approach with new wells, water injection and gas lift will
allow production of resources left behind by the now terminated first production phase.
Recently, Petrobras has announced plans to study a further enlargement of the integrated concept as they are
considering including two discoveries in a block 20-30km’s northeast of EdM (Tiro and Sidon fields, according
to Petrobras with some 200MMbbl recoverable oil). Successful conclusion of these studies would benefit all
participating fields and a recommendation is expected in 2010.
For the 2009 report GCA has not performed any new evaluations involving more recent work by AGR.
Consequently the 2008 numbers for Contingent Resources are carried forward.
Results of new work performed by AGR during 2009/10 were not available to allow inclusion in the 2009 GCA
Reserve report. This work, also involving a feasibility study of B1 commercialization will be made available to
GCA for a 2010 revision of the Contingent Resources in the BS3 fields.
Cavalo Marinho field (CVM) 50% to Norse
Following ANP’s requests to find solutions to avoid flaring gas, the Operator in October 2007 filed a new
development plan for CVM, based on a joint development with the nearby Caravela field (100% Petrobras). The
development plan for CVM includes two horizontal wells, a shared FPSO (located half way between the fields),
a 180km gas pipeline to shore where a new treatment plant will link to the nearby Bolivia pipeline system.
Based on the filed development plan GCA has certified volumes as follows: – 1P reserves 5.7 MMBOE and 2P
reserves of 14.2 MMBOE. GCA restricts P1 volumes since the subzone B2 was not flow tested in the CVM
discovery well (due to well mechanical problems).
The independent study on CvM done by AGR shows higher oil in place and involves a proposed development
scenario with three production wells resulting in higher resources. GCA has audited this work and certified 15.1
MMBOE as best estimate – 2C contingent resources.
Caravela-Sul field (CVS) 50% to Norse
This field is located within the Cavalo Marinho ring fence just north of CVM, approximately underneath the
location of the proposed FPSO for the Cavalo Marinho-Caravela Integrated project.
GCA has allowed CVS volumes as Contingent Resources, with a best estimate - 2C of 0.4 MMBOE.
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Estrela do Mar field (EdM) 65% to Norse
With the prospect of an early abandonment of Coral, the Operator prepared a Development Plan for EdM which
was filed with ANP in September 2007. This plan reflects a stand-alone development solution, re-using Coral
equipment and flaring associated gas. Revised cost analyses and oil price forecasts leave EdM without 1P
reserves but 2P reserves of 5.7 MMBOE.
GCA has also considered AGR’s alternative interpretation and proposed development solution involving a subsea satellite tie-back to the Cavalo Marinho-Caravela integrated project. This scenario improves the Estrela do
Mar project and GCA has certified the Best estimate – 2C: 6.2 MMBOE as Contingent Resources.

Coral field
The Coral field was developed with three sub-sea producing wells clustered beneath a floating production unit
capable of processing 24,000 bpd oil and water with flaring of associated gas.
Production from Coral was terminated on December 25th, 2008 following a period where a pilot water injection
scheme had provided encouraging results.
Both the operator and Norse have conducted studies to identify the potential of further Coral recoveries and a
future return to the field is expected. Coral is then considered as a satellite to the Cavalo Marinho – Caravela
integrated development solution scenario. The re-development of Coral involves side-tracking existing wells,
water injection and gas lift that will allow production of resources left behind. The partners have also decided to
retain the license.
GCA has also considered AGR’s alternative interpretation and proposed development solution involving a tie
back to the Cavalo Marinho - Caravela integrated project. With this scenario GCA certifies Best estimate – 2C:
3.4 MMBOE as Contingent Resources.
x

Camamu Almada Area Highlights

Manati Gas field
Manati is a medium to large size dry gas field located in 40 meters of water depth offshore the city of Salvador.
The field was discovered in year 2000; its development started in 2004 and was concluded by end 2007 with the
drilling of six production wells.
Production started in January 2007, with production ramp-up as wells were added during the year.
The field is a well defined structural play, where the main reservoir is a thick sandstone section with high
porosity and permeability, around 300 meters of gross section and 200 meters of net pay. Shales are the sealing
rocks. The field has a single gas/water contact at 1 590 meters of depth and is limited to the west by an
unconformity, to the east by a down-to-the-basin fault and to north and south by structural dips.
The original development plan called for seven producing wells, but based on initial production experience and
reservoir understanding, the Operator concluded that six wells could potentially suffice to drain the reservoirs.
The consortium consequently has decided to postpone the decision to drill the seventh well.
For the present work, GCA was able to include results of the 2009 field re-evaluation conducted by the Operator
involving re-visiting seismic interpretations and geological modeling considering 3 years of production history
with pressure data.
GCA restricts 1P numbers to the minimum contracted volume according to the signed take-or-pay sales
contract. They also point out that some 2.8 MMBOE of this would require installation of compression
equipment. (Compressor-station currently planned for 2012).
Compared to last year, 1P reserves according to Gaffney & Cline are down from 12.8 to 11.5 MMBOE while 2P
Reserves decreased from 16.7 to 15.8 MMBOE, reflecting both the new interpretation (which added 0.3
MMBOE to the 2P estimates) and 1.183 MMBOE produced volumes during 2009.
Certified 3P volumes of 17.9 MMBOE assume a 7th well draining the northern extension of the field.
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Sardinha field
The Sardinha field, some 30 km south of Manati but only 4km offshore, has six wells drilled and tested to
delineate the accumulation, which is a gas cap above an oil rim.
Reservoir complexity is high and the partners have not yet been able to define a viable development scenario.
No new information has been made available and last year’s number (2C of 4.5 MMBOE) is carried forward.
Norte de Camarao
In conjunction with termination of the exploration campaign and subsequent relinquishment of license BCAM40, the BAS-131 discovery which straddles the border to the neighboring block to the south (BM-CAL-4, 100 %
owned and operated by a third party), was declared commercial in July 2009 and named “Norte de Camarao”.
Five wells have been drilled on the structure in the past, (four in block BM-CAL-4), proving the presence of
both oil and gas.
A Unitization process is underway and for 2009 GCA has retained volumes booked last year as Contingent
Resources, best estimate - 2C of 0.9 MMBOE. This includes both oil and gas volumes considered inside the ring
fence of a 50-50 unitized development.
A further description of the Company’s reserves is included in the Annual Statement of Reserves 2009 of Norse
Energy which is attached as Appendix 11.
6.7

RESEARCH AND DEVELOPMENT, PATENTS AND LICENCES

The Brazil Group holds no patents or licences (other than the petroleum licences described below) that are
business critical or any other significant patents. The Brazil Group has not had any material expenses related to
research and development for 2007, 2008 or 2009.
The Brazil Group has certain licenses and authorizations customary for an oil and gas operating company.
In order to operate in Brazil, the Brazil Group is dependent on certain exploration and production licenses. The
Brazil Group currently holds the following eight licenses offshore Brazil:

License

NEdB Interest
10 %
20 %
50 %
65 %
35 %
50 % (Operator)
50 % (Operator)
50 % (Operator)

BCAM-40/Manati (including Camarão Norte)
Sardinha
Cavalo Marinho
Estrela-do-Mar
Coral
S-M 1035
S-M 1036
S-M 1100

The 10% interest that the Brazil Group through Rio das Contas in the Manati license includes the infrastructure
in place, including pipelines, gas plant and production platform. Production from the Manati field averaged 5.85
MMm3/day during the fourth quarter 2009. During the fourth quarter, the field reached an all time high of 7.71
MMm3/day. The Manati field represents the production assets for the Brazil Group.
6.8

TREND INFORMATION AND SIGNIFICANT CHANGES IN FINANCIAL TRADING
POSITION IN THE COMPANY

During 2009, the Brazil Group experienced significantly lower revenues than in the previous years. YTD 2009
revenues were down 53% compared to the same period in 2008. This is mainly due to the fact that the Coral oil
field ceased production at the end of 2008. In addition, the natural gas production from the Manati field was
lower than in 2008. However, production picked up in the second half of 2009.
All natural gas in Brazil is sold to Petrobras on a fixed price contract. The fixed price is in BRL and will as such
vary depending on the foreign exchange fluctuation versus USD.
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The Company has not experienced any significant changes in its financial or trading position or trends outside
the ordinary course of business that are significant to the Company after 31 December 2009 and to the date of
this Prospectus.
The Company does not know of any trends, uncertainties, demands, commitments or events that are reasonably
likely to have a material effect on the Company’s prospects for the current financial year except for the matters
described in section 2.
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7.
7.1

UNAUDITED CONSOLIDATED FINANCIAL INFORMATION
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The selected unaudited historical consolidated financial data for the Brazil Group set forth in this section has
been carved out from Norse Energy’s audited group financial statements for the financial years 2009, 2008 and
2007. These financial statements have been prepared in accordance with IFRS and the accounting principles that
are found in the related Annual Reports for Norse Energy. For Annual Reports including auditor’s reports for
Norse Energy for 2009, 2008 and 2007, reference is made to appendix 4, 5 and 6.
The selected unaudited carved out financial data set forth below may not contain all of the information that is
important to a potential investor of shares in the demerged company. As a result, the data should be read in
conjunction with the relevant financial statements and the notes to those statements.
There have been no audit qualifications in connection with the 2007-2009 financial statements for Norse
Energy. In the 2008 audit report, Deloitte draws attention to the Board of Directors discussion of the uncertainty
concerning funding that was present at the time of the audit report, without qualifying its report, with the
following wording: “;” Without qualifying our opinion, we draw attention to the information in the Board of
Director’s report related to the uncertainty concerning the Company’s ability to secure funding of its capital
expenditure program”.
In the subsidiary Norse Energy do Brasil S.A. Auditors report for 2008, based on Brazilian GAAP Deloitte has
drawn attention to the following:

The subsidiary had not implemented this pronunciation due to the fact that it came very late in the year, the
subsidiary new that their functional currency would change to BRL in 2009 and the fact that this would have no
impact on the Norse Consolidated IFRS accounts.

The June 2010 capital and liquidity in Brazil have been discussed in section 9 in this listing prospectus.
7.2

FUNDING AND TREASURY POLICIES AND OBJECTIVES

The Company will adopt the funding and treasury policies and objectives as Norse Energy and is described in
the Annual Report 2009 (note 22) for Norse Energy, attached as Appendix 6.
7.3

HISTORICAL FINANCIAL ACCOUNTS

The unaudited carved out consolidated financial statements included in this document are derived from the
historical financial statements of Norse Energy and are presented as though the Brazil Group was a separate
enterprise, based upon the structures in place during the periods covered. Accordingly, such information may
not reflect what the results of operations, financial position and cash flows would have been had the Brazil
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Group been a separate, stand-alone entity during the periods presented and it may not be indicative of the results
of operations, financial position and cash flows of the Brazil Group in the future.
The legal entity Panoro Energy ASA (established April 28, 20009) was acquired by Norse Energy in December
2009. The legal entity has no operations or activity. For audited financial information of Panoro Energy ASA for
2009 including auditor’s report, reference is made to Appendix 2. The following is a summary of the Statement
of Financial Position of Panoro Energy ASA as of 31.12.2009:
Statement of Financial Position; Panoro Energy ASA

(USD 000)

Assets
Current assets
Cash and cash equivalents
Total assets

31.12.2009
173
173

Equity and liabilities
Equity
Total equity and liabilities

7.4

173
173

BASIS OF PREPARATION

The following tables present data extracted from selected financial information for the Brazil Group as of and
for each of the three years ended 31 December 2009, 2008 and 2007.
The unaudited carve out financial information is based on the segment information from the Norse Energy
Annual Reports. The unaudited carved out financial information consists of the Brazil E&P segment in addition
to the following allocations from the Norwegian parent in accordance with the demerger plan: USD 8 million in
cash, the NEC01 bond loan with accrued interest, 40% of the NECJ warrant liability, cost accruals and allocated
overhead costs.
Detailed specifications of the unaudited financial carved out financial statements, referenced to the Norse
Energy Annual Reports, are attached as Appendix 4, 5 and 6. The specifications explain the links between the
audited Norse Energy’s financial statements for 2009, 2008 and 2007 and the unaudited carved out financial
information that represent the historical financial information of the Brazil Group operations being demerged
from Norse Energy.
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Unaudited Carved out Consolidated Financial Statements (USD 000)

2009

2008

2007

The Brazil Group The Brazil Group The Brazil Group
Carved out
Carved out
Carved out

Oil and Gas revenue

34 650

73 551

46 621

Total revenue

34 650

73 551

46 621

Production costs

-4 002

-25 692

-23 221

Exploration and dry hole costs

-14 160

-22 937

-236

General and administrative expenses

-11 473

-15 918

-7 906

EBITDA

5 015

9 004

15 258

Depreciation

-6 809

-11 237

-24 151

Impairment

-13 679

-25 911

-26 159

Total operating expenses

-50 123

-101 695

-81 673

EBIT-Operating income/loss

-15 473

-28 144

-35 052

Interest revenue

3 249

4 660

2 142

Interest expense

-16 425

-16 359

-9 325

Foreign exchange gain/(loss)

24 649

5 828

6 544

Other financial income

283

2 400

-1 294

Net financial items

11 756

-3 471

-1 933

Net profit/(loss) before tax

-3 717

-31 615

-36 985

Income tax

-4 283

10 674

9 153

Profit /(Loss)after tax

-8 000

-20 941

-27 832
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Unaudited Carved out Consolidated Statements of Financial Position (USD 000)

2009
The Brazil Group
Carved out

2008

2007

The Brazil Group The Brazil Group
Carved out
Carved out

Assets
Non-current assets
License and exploration assets
Deferred tax asset
Other non current assets
Field Investment and equipment
Furniture and fixtures

126 300

99 759

114 705

22 564

10 105

0

2 099

7 983

13 273

111 300

81 640

110 496

2 806

2 276

1 954

265 069

201 763

240 428

0

290

3 051

Accounts receivable and other short term assets

14 715

15 996

21 815

Cash and cash equivalents

17 105

14 891

10 489

Total current assets

31 820

31 177

35 355

296 889

232 940

275 783

105 015

67 568

91 957

Total non current assets

Current assets
Inventory

Total assets

Equity and liabilities
Equity
Long term liabilities
Deferred tax liability

0

0

14 141

20 928

23 416

22 561

4 518

4 801

8 039

Total long term liabilities

25 446

28 217

44 741

Short term Interest bearing debt Brazil

80 887

78 952

74 727

Accounts payable Brazil

33 977

10 492

15 130

2 703

2 198

3 117

274
48 588

276
45 238

191
45 920

Total current liabilities

166 428

137 156

139 085

Total liabilities

191 874

165 372

183 826

Total equity and liabilities

296 889

232 940

275 783

Other long term debt Brazil
Allocated 40 % of NEC J warrant liability

Allocated accrued interest NEC01
Allocated accrued expenses
Allocated NEC01 bond loan
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Unaudited Carved out Consolidated Cash flow statement (USD 000)
Consolidated Statement of Cash flows

2009

2008

Net cash flows from operating activities

8 111

144

-8 807

-18 285

-1 683

24 347

Net cash flows from investing activities
Net cash flows from financing activities
Effects of foreign currency and translation of
foreign operations on cash balances

4 593

-1 804

2 214

4 402

Cash and cash equivalents at the beginning of the period

14 891

10 489

Cash and cash equivalents and the end of the period

17 105

14 891

Change in cash and cash equivalents during the period

Unaudited Carved out Consolidated changes in equity (USD 000)
At December 31, 2007

91 957

Net profit/(loss) for the year

-20 941

Currency translation adjustment

-6 059

Group contributions and funding

2 610

At December 31, 2008

67 567

Net profit/(loss) for the year

-8 000

Currency translation adjustment

20 620

Group contributions and funding

24 828

At December 31, 2009

7.5

105 015

SIGNIFICANT CHANGES TO THE BRAZIL GROUP’S FINANCIAL POSITION SINCE
31 DECEMBER 2009

The Brazil Group is to acquire its main assets, liabilities and activities thorough a demerger of Norse Energy
that will be completed immediately prior to listing of the Shares in the Company.
The general meeting of the Company on 26 April 2010 approved a merger with Pan-Petroleum Holding AS still
to be completed.
The general meeting of the Company on 26 April 2010 approved the Private Placement of shares with gross
proceeds NOK 380 million equivalent to USD 65 million at the then prevailing currency rate of 5,85.
The First Trance of the Private Placement was completed on 7 June 2010 as the remaining conditions for closing
where waived for NOK 192,5 million in gross proceeds where NOK 117 million was subscribed by Norse
Energy and NOK 75,5 million by Sector. The Company issued in total 15.282.872 new shares with a nominal
value of 1,460471768 at a subscription price of NOK 12.5958 each, resulting in a nominal share capital increase
of NOK 22.320.203,09 (these figures reflecting post reversed split 10-1).
The Share capital in the Company - post completion and registration of the Demerger and the First Trance of the
Private Placement - is NOK 90.692.854,88 divided into 62.098.328 shares each with a nominal value of NOK
1,460471768.
Completion in respect of the remaining gross proceeds of NOK 187,500,000 of the Private Placement is still
conditional upon completion of the Pan Merger within 30 June 2010, unless this condition is waived.
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Otherwise, there have been no changes to the Brazil Group’s financial or trading position since 31 December
2009.
The Company does not know of any trends, uncertainties, demands, commitments or events that are reasonably
likely to have a material effect on the Company’s prospects for the current financial year.

7.6

SEGMENT INFORMATION

The Brazil Group currently sells all the natural gas and condensate to one buyer, Petrobras. An overview of the
net sales is provided in the table below:
Year
2009
2008
2007

Period
Full year
Full year
Full year

Brazil Group (in USD 000)
34 650
73 551
46 621

The net sales for the Brazil Group correspond to the NEC ASA Annual Reports – Brazil E&P segment figures
for these years.
Since most of the natural gas reserves are found in association with oil, most of the proved natural gas reserves
in Brazil are situated in offshore reservoirs. However, the distribution of natural gas reserves across the country
does not follow the same pattern as the distribution of oil reserves. Oil reserves are concentrated in the
southeastern region of the country, while natural gas reserves are concentrated primarily in the northern and
northeastern regions, although there are considerable reserves in the Rio de Janeiro area. The growth of proved
natural gas reserves in the São Paulo region between 2003 and 2004 was the result of a significant discovery in
the Santos basin. Currently, the major part of natural gas produced in Brazil is from oil fields offshore, for
which the infrastructure and transportation are costly. Increasing investments in infrastructure and discoveries of
new non-associated natural gas fields will lead to the steady reduction of the natural gas volume that is flared or
attributable to losses.
Upon the enactment of the Petroleum Law in 1997, exploration and production of oil and natural gas have been
subject to free competition. Over the last 10 years there have been significant improvements in the market
compared to the period when Petrobras had a monopoly over oil and natural gas reserves. Today there is
significant competition in the oil and natural gas industry in the context of bidding rounds for the concession
areas. Approximately, 70 national and international companies were qualified for the ninth bidding round, of
which 19 were newcomers. Additionally, there is competition for the acquisition of interests as a partner in
existing blocks.
International and local companies bid for concession areas under free competition. Brazil has adopted a clear
and transparent regulatory framework for oil and natural gas investor’s which allows equal treatment between
small and large companies. Upon the consolidation of the sector, the offer of blocks from companies already
holding concessions rights has increased.
Currently, there are more than 60 economic groups operating in the exploration and production sector in Brazil,
among them large companies, independent companies and small local companies. Almost all the large
international oil and natural gas companies operate in Brazil, particularly in the offshore basins. Petrobras is the
largest investor in the oil and natural gas sector, has the most financial and technical resources available and has
the most extensive experience in this sector.
On the other hand, the Brazilian government has implemented a regulatory environment that also permits small
companies to operate in mature onshore basins. The oil and natural gas industry is cyclical and from time to
time we face a lack of equipment, spare parts, insurance or services due to increased competition for these assets
and services. During these periods, the costs and the delivery time for these assets and services, which are
provided by third parties, increase. In light of the increase in the levels of exploration and production resulting
from the high prices of oil and natural gas, the demand for assets and services in the oil industry increased over
the last few years, and the costs of these assets and services, have also increased. Specifically, there is a lack of
rigs for the drilling of deep oil wells in the international market, which may affect our operations.
In addition, there is a high concentration of companies and consequently a low level of competition in oil and
natural gas transportation and marketing sector. This could impact our ability to obtain these services.
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In this competitive environment, we and our subsidiaries are classified as independent companies, that is,
companies not controlled by or associated with the largest agents in the industry, but who seek opportunities
primarily in offshore basins, specifically in shallow water.

7.7

STATUTORY AUDITORS

The Company’s auditor is, from January 2010, Deloitte AS, Karenslyst allé 20, P.O. Box 347 Skøyen, 0213
Oslo, Norway. The auditor is a member of the Norwegian Auditor Association (Den Norske Revisorforening).
From incorporation 28 April 2009 until 7 January 2010 Kjelstrup & Wiggen AS, Henrik Ibsens gate 20, 0255
Oslo, was the auditor of Panoro Energy ASA. Kjelstrup & Wiggen AS is a member of the Norwegian Auditor
Association (Den Norske Revisorforeningen)
Deloitte has been the auditor of Norse Energy for 2008 and 2009. Ernst & Young was the auditor of Norse
Energy for 2007. Ernst & Young is a member of the Norwegian Auditor Association (Den Norske
Revisorforeningen)
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8.

OPERATING AND FINANCIAL REVIEW

The holding company Panoro Energy ASA (established April 28, 20009) was acquired by Norse Energy in
December 2009. The legal entity has no operations or activity. See section 7.3 for a summary of the Statement of
Financial Position of Panoro Energy ASA as of 31.12.2009. For audited financial information of Panoro
Energy ASA for 2009, reference is made to Appendix 2. Since there is no activity or operations in Panoro
Energy ASA the discussion in the following section is focusing on the Brazil Group.
The following discussion of the financial condition and results of operations should be read in conjunction with
the financial statements included in this Prospectus. The following discussion may contain forward-looking
statements that are based on current assumptions and estimates by the Brazil Group’s management regarding
future events and circumstances. The Brazil Group’s actual results could differ materially from those expressed
or implied by the forward-looking statements as a result of many factors, including those described in Section 2
“Risk factors”. The selected historical consolidated financial data for the Brazil Group discussed in this section
is based on the unaudited financial information carved out from Norse Energy’s audited Brazil Group financial
statements for the financial years 2009, 2008 and 2007.For further information of how the carved out financial
information has been compiled, reference is made to section 7.
8.1
8.1.1

COMPARISON FOR THE PERIOD ENDED 31 DECEMBER 2009, 2008 AND 2007
Management’s discussions and analysis of financial conditions and results of operations 2009

Revenue in the Brazil Group decreased from USD 73.6 million in 2008 to USD 34.7 million in 2009.The
decline mainly reflects the abandonment of Coral but also lower gas production and sales on the Manati field
due to low regional demand in the early part of the year.
Production costs decreased sharply from USD 25.7 million to USD 4 million, the main reason was the Coral (oil
production) abandonment and therefore substantially all production costs relates to Manati gas production.
Exploration and dry hole costs expensed in 2009 decreased from USD 22.9 million in 2008 to USD 14.2 million
in 2009. Total dry hole cost in 2009 was USD 7.3 million compared to USD 17.8 million in 2008.
The decrease in general and administrative costs from USD 15.9 million in 2008 to USD 11.5 million in 2009 is
mainly due to lower activity and a reduction in the number of employees in 2009.
Depreciation decreased to USD 6.8 million from USD 11.2 million in 2008. The reduction relates mainly to
lower production on the Manati field in the beginning of the year.
The resulting operating loss for 2009 was USD 15.5 million compared to USD 28.1 million for 2008.
Net interest expense increased to USD 13.2 million in 2009 from USD 11.7 million in 2008.
Total assets increased from USD 232.9 million in 2008 to USD 296.9 million in 2009.
The Brazil Group's assets are mainly denominated in BRL and therefore increased considerably measured in
USD due to the strengthening of the BRL.
Equity for the Brazil Group was USD 105 million (35.4%) at the end of 2009 compared to USD 67.6 million at
the end of 2008 (29%).
The Brazil Group’s net cash flow from operating activities was USD 8.1 million in 2009 compared to USD 0.1
million in 2008. The main explanation for the variance is a high level of dry hole and exploration cash costs
combined with higher general and administrative costs in 2008 compared to 2009.
Net cash flow from investing activities was – USD 8.8 million in 2009 compared to – USD 18.3 million in 2008.
The negative cash flow from financing activities compared to 2008 is explained by materially lower proceeds
from issuance of new debt.
8.1.2

Management’s discussions and analysis of financial conditions and results of operations 2008

The increase in revenues from USD 46.6 million in 2007 to USD 73.6 million in 2008 is explained by a 100%
increase in Manati gas sales from USD 18.7 million to USD 37.4 million. In addition to Brazil Group higher oil
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production and sales (USD 36.4 million) from Coral than originally anticipated prior to commencing
abandonment operation by the end of the year.
Increased production costs relate to increased production volumes.
Expensed exploration and dry hole costs increased significantly from USD 0.2 million in 2007 to USD 22.9
million in 2008, mainly as a result of dry hole costs of USD 17.8 million.
The decrease in depreciation from USD 24.2 million to USD 11.2 million is mainly related to the Coral field,
which for accounting purposes was written down to USD 0 pr December 2007 and was therefore not depreciated
in 2008. The impairment for 2008 relates to the license for the BM-CAL 5 &6 blocks in Brazil as well as an
increased abandonment charge for the Coral field.
The increase in general and administrative cost from USD 7.9 million in 2007 to USD 15.9 million in 2008 is
explained by a higher level of activity.
Operating loss was USD 28.1 million compared to a loss of USD 35.1 million for 2007.
Net interest expense increased to USD 11.7 million in 2008 from USD 7.2 million in 2007.
Total assets decreased to USD 232.9 million in 2008 from USD 275.8 million in 2007 explained mainly by
impairment of previously capitalized exploration costs as well as negative currency translation effects.
Brazil Group
Equity for the Brazil Group was USD 67.6 million end of 2008 (29%) compared to USD 92 million (33.3%) end
of 2007.
The Brazil Group’s cash flow from operating activities was USD 0.1 million in 2008 explained by a high level
of exploration costs incurred and expensed during the year. Brazil Group
8.1.3

Management’s discussions and analysis of financial conditions and results of operations 2007

Revenue in 2007 of USD 46.6 million was up from USD 28.9 million explained by increased production at the
Manati Field and Coral.
The result in 2007 was negatively affected by significant Coral depreciations and an impairment charge in the
fourth quarter.
Loss for the year was USD 27.8 million.
Investments in licenses and exploration assets was USD 6.1 million while the company invested USD 25.7
million in producing fields.
The investments were financed by Brazil Group contributions and issuance of debt.
Equity for the Brazil Group was USD 92 million (33.3%) end of 2007.
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9.

CAPITAL RESOURCES

The Brazil Group obtains its sources of funding from a mix of equity, bank debt, bonds and sale/farm-out of
assets.
The general meeting of the Company on 26 April 2010 approved the Private Placement of shares with gross
proceeds NOK 380 million (equivalent to USD 65 million at the then prevailing USD/NOK currency rate of
5,85).
The First Trance of the Private Placement was on 7 June 2010 completed as the remaining conditions for closing
where waived for NOK 192,5 million in gross proceeds (net proceeds of USD 28 million at USD/NOK currency
rate of 6,53).
The Brazil Group holds three different accounts in three different subsidiaries; Coplex , Norse and Rio Das
Contas containing at the time of listing a total of USD 8.5, million. The cash deposited in the Rio Das Contas
subsidiary is classified as a “cash sweep structure” meaning that all funds are all pledged in the subsidiary
account and cannot be dividended out before certain loans are repaid. All deposits are in Brazilian Reais and the
current BRL/USD exchange rate is 1,87
The USD 28 million in proceeds from the private placement described above will provide the Brazil Group with
sufficient liquidity for 12 months operations for the event that the Pan Merger is not completed.
In the event that the Pan Merger is completed, sufficient liquidity for 12 months operations will be provided
through the completion of the remaining Private Placement of USD 37 million.
With a long term guaranteed monthly cash flow from the Manati field coupled with the access to debt and equity
capital markets, the Brazil Group is confident about securing its long term financial commitments. In addition
the Brazil Group intends to optimize its asset portfolio through divestiture as well as acquisitions in line with its
activity level
The book equity ratio in 2009 was 35% and will increase with the private placement described above. Please see
further description of key ratios such as debts service coverage ratio (DCSR) as described in section 9.4
Borrowings under covenants.

9.1

CASH FLOWS

The table below is derived from the combined unaudited historical information as presented in Section 7.4
”Unaudited Carved Out Consolidated Cash Flow” above (USD 000).

2009

2008

8 111

144

-8 807

-18 285

-1 683

24 347

4 593

-1 804

2 214

4 402

Ca s h a nd ca s h equi va l ents a t the begi nni ng of the peri od

14 891

10 489

Ca s h a nd ca s h equi va l ents a nd the end of the peri od

17 105

14 891

Consolidated Statement of Cash flows
Net ca s h fl ows from opera ti ng a cti vi ti es
Net ca s h fl ows from i nves ti ng a cti vi ti es
Net ca s h fl ows from fi na nci ng a cti vi ti es
Effects of forei gn currency a nd tra ns l a ti on of
forei gn opera ti ons on ca s h ba l a nces
Cha nge i n ca s h a nd ca s h equi va l ents duri ng the peri od

The Brazil Group’s net cash flow from operating activities was USD 8.1 million in 2009 compared to USD 0.1
million in 2008. The main explanation for the variance is a high level of dry hole and exploration cash costs
combined with higher general and administrative costs in 2008 compared to 2009.
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Net cash flow from investing activities was – USD 8.8 million in 2009 compared to – USD 18.3 million in 2008.
The negative cash flow from financing activities compared to 2008 is explained by materially lower proceeds
from issuance of new debt.
The Company was established receiving USD 17 thousand cash as share capital in 2009 and received USD 156
thousand in a cash share issue in December 2009. Ending cash balance 31 December 2009 was USD 173
thousand.
9.2

WORKING CAPITAL STATEMENT

In the opinion of the Company, its working capital is sufficient to cover the Company's present requirements,
that is, for a period of at least 12 months from the date of this Prospectus.
9.3

CAPITALISATION AND INDEBTEDNESS

The following table shows the actual capitalisation and indebtedness as per 31 December 2009 with updated
figures as of 7 June 2010 (USD 000). The numbers for the Company as of 31 December 2009 have been derived
from audited financial statements for 2009. The numbers for the Company for 2010 are unaudited. The numbers
for the Brazil Group have been derived from the unaudited consolidated carved out financial statements. For
explanation of the basis for the preparation of the carved out financial statements, see section 7. The compilation
of the capitalization and indebtedness table as such is unaudited.
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Panoro Energy Panoro Energy The Brazil Group The Brazil Group
ASA
ASA
Carved out
Carved out
31.12.2009

07.06.2010

31.12.2009

07.06.2010

Total capitalization
A. Share capital

17

15 559

11 836

B. Legal reserve

0

41 772

17 496

15 559
41 772

C. Other reserves

156

63 258

45 599

45 599

E. Total equity (A+B+C+D)

173

120 590

74 931

102 931

F.Long-term debt guaranteed

0

0

0

G. Long-term debt secured

0

0

48 588

H.Long-term debt ( unguaranteed/unsecured)

0

0

0

0

I.Total long-term debt (F+G+H)

0

0

48 588

86 872

J. Current debt guaranteed

0

0

0

K.Current debt secured

0

0

80 887

0
86 872 **

0
39 499 **

L. Current debt (unguaranteed/unsecured)

0

0

0

0

M. Total current debt (J+K+L)

0

0

80 887

39 499

173

120 590

204 406

229 302

N.Total capitalization ( E+I+M)
Net indebtedness
A. Cash

36 459 ***

173

28 000

17 105

B. Cash equivalent

0

0

0

C. Trading securities

0

0

0

0

173

28 000

17 105

36 459

E. Current financial receivable

0

0

0

0

F. Current bank debt

0

0

80 887

39 499

G. Current portion of non current debt

0

7 288

7 288

H. Other current financial debt

0

0

0

0

I. Current financial debt (F+G+H)

0

7 288

88 175

46 787

J. Net current financial indebtedness( I+E+D)

0

-20 712

71 070

10 328
38 284

D. Liquidity (A+ B+C)

0

7 288 *

K. Non current bank loans

0

0

0

L. Bond issued

0

41 300

41 300

M. Other non current loans

0

0

0

0

N. Non current financial indebtedness (K+L+M)

0

41 300

41 300

79 584

O. Net financial indebtedness (J+N)

0

20 588

112 370

89 912

41 300 *

*The NEC 01 bond loan has been classified as long term and secured, subject to the bond loan restructuring
(described under 9.4 Borrowings) becoming effective upon the completion of the condition precedents therein.
** The Brazil subsidiaries have entered into a refinancing agreeement with its Brazilian banks described under
9.4 Borrowings.The loans have been reclassified in the 7 June 2010 column accordingly.
***The Cash and equity as of 7 June 2010 includes the completed First Trance of the Private Placement.
All material changes in the above information since 31 December 2009 have been reflected in the 7 June 2010
figures
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9.4

BORROWINGS

The table below shows a statement of net indebtedness for the Brazil Group in the short term and the long term
as of 31 December 2009 (USD million) and the restructured loan balance as of 28 May 2010 (USD million):
31 December 2009
Short term

Long term

Total

Brazil
USD denominated bank loans

21,1

21,1

BRL denominated bank loans

59,8

59,8

Norway
NEC01 (NOK)
Total

7,3

41,3

48,6

88,2

41,3

129,5

Cash and cash equivalents

17,1

Net interest bearing debt

112,4

The long term classification of the NEC01 is subject to the bond loan restructuring becoming effective upon the
completion of the condition precedents.
Restructured loan balance as of 28 M ay 2010
2010

2011

2012

2013 >2014

Total

BNDES I

7,8

7,8

7,8

5,8

0

BNDES II

0,2

2,5

2,5

2,5

12,4

20,1

Treasury Loan

1,5

9

9

9

3,1

31,6

7,3

20,7

20,5

16,8

40,0

39,8

Brazil
29,2

Norway
NEC01 (NOK)
Total
Cash and cash equivalents

48,6
17,3

15,5

129,5
36,5
93

Net interest bearing debt

Norway
NOK 286.5 million bond loan (“NEC01”)
The Company will upon the completion of the Demerger assume obligations as Borrower under the 5-year
senior unsecured bond loan with a total borrowing limit of NOK 300 million. NOK 200 million was issued in
July 2005, while the final tranche of NOK 100 million was issued in November 2005. The loan will mature on
July 13, 2010, and is listed on Oslo Børs under the ticker “NEC01”. The bond is a fixed 5-year bullet loan, is
unsecured and has an annual coupon of 10%.
The main covenants for the bond loan are as follows:
- Maintain book equity of minimum USD 50 million in the parent company
- Within a calendar year from when the loan was issued, the Borrower cannot make any dividend
payments; shares repurchases, or make any other distributions that constitutes more than 50% of net
Profits after taxes
- Total equity shall constitute at least 30% of “Capital employed” in the Borrower. “Capital
Employed” is defined as the Borrower’s total equity plus interest bearing debt, including financial
Instruments that have the commercial effect of borrowing, including guarantees and leasing
commitments
The Company is in compliance with the covenants for the NEC 01 bond loan at the date of this Prospectus.
The NEC 01 loan has been renegotiated with bondholders, who approved a restructuring proposal in December
2009. The restructuring is dependent upon completion of the condition precedents stated in the draft amendment
agreement. An aggregate principal amount of NOK 43 million (USD 7.3 million) shall be redeemed within 14
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days following the Restructuring Date at par (100%) plus accrued and unpaid interest thereon, a principal
amount of NOK 122 million of the loan mature on 13 July 2011, together with any accrued and unpaid interest
thereon while the remaining loan shall mature and be due and payable on 13 July 2012, together with any
accrued and unpaid interest thereon. The Borrower shall pay interest on the loan (i) at a fixed rate of 10% per
annum from the disbursement date to the restructuring date, and (ii) at a fixed rate of 12% per annum from the
Restructuring Date until 13 July 2010. Thereafter, the Borrower shall pay interest on the loan at a fixed rate of
13.5% per annum. Interest payments shall be made quarterly in arrears on the 13th of each July, October,
January and April, with the first interest payment date being 13 July 2010. Loan costs are estimated to increase
by a yearly amount of approximately USD 1.7 million as a consequence of the renegotiated terms.
Brazil financing
The Brazilian subsidiaries have entered into a refinancing agreement with its Brazilian banks consisting of three
different loans all Reais denominated with pledge against the Manati asset in the subsidiary Rio da Contas;
Loan overview

Amount in USD

Duration

1.

Treasury loan

USD 37 million

5 years

2.

BNDES I loan

USD 27 million

7 years (existing loan from 2006)

3.

BNDES II loan

USD 21 million

9 years

The Brazilian subsidiaries have gross debt of Reais denominated equivalent USD 85 million (Net debt USD
80.9 million at exchange rate USD/BRL 1,75) in Brazil split in the three loans described above.
The Treasury loan is funded by local Brazilian banks and the two BNDES loans are funded by the Brazilian
State Development bank (BNDES I and BNDES II). The BNDES II loan agreement includes a credit facility of
additional USD 25 million for future planned capital expenditures related to upgrade of the Manati compressor
station. All three loans have floating interest rate. The subsidiaries in Brazil did not formally comply with its
covenants at year end, but has since year end received waivers. Under the refinancing agreement, the treasury
loan carries a cash sweep structure.
The main covenants for the Brazilian loans are as follows:
-Keep an Equity Ratio above 30:70. (Total Equity over Third Party Funds (short term +long term liabilities))
-Keep the Debt Service Coverage Ratio higher than 1,30 DSCR=(EBITDA - Income tax payment) / (Principal +
Interest amortization)
-Abstain from distributing any funds from the Rio das Contas to the shareholders until repayment of the loans
Restrictions on use of cash flow in the Rio Das Contas subsidiary
The cash currently generated in the Brazilian operations all originate in Rio Das Contas. The loan agreements
for the Brazil bank debt restrict the Brazil Group from applying such cash flow to serve other financial debt, and
consequently the Company’s bond debt is envisioned to be served by disinvestments and/or refinancing and/or
new equity.
9.5

INVESTMENTS

Historical investments carved out (unaudited)
(Compiled from NEC ASA Annual reports and notes)
The table below summarizes the Brazil Group’s investments in 2007-2009 (USD 000):
2007
2008
Licenses and exploration assets
6 136
38 855
Field Investment and equipment (including abandonment)
25 755
10 958
Of which expensed
-3 992 -34 611
Total principal investments
27 899
15 202
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2009
10 896
5 201
-7 300
8 797

Total
55 887
41 914
-45 903
51 898

2009
In 2009, the Group invested USD 10.9 million in licences and exploration assets, of which USD 7.3 million was
expensed as dry hole costs mainly related to the Cravo exploration well. In addition, investments of USD 5.2
million were added to the Manati production assets.
2008
In 2008 the Group invested a total of USD 49.8 million in Brazilian assets of which USD 28.9 million was
expensed mainly related to the BCAM 40 and BCAL 5 & 6.exploration licenses. Total expensed amount in 2008
also included the Coral investments.
2007
In 2007 the main field investments; approximately USD 22 million related to the Manati field. In addition,
investments of USD 6.1 million were made in licenses and exploration assets related to the BS3 fields, BCAM
40 and Sardinha.
Investments in progress
From the end of the fourth quarter and to the date of this prospectus, there are no ongoing significant
investments outside the normal course of business.
The Brazil Group has no material future investment commitments, and there are no firm commitments on new
bond or bank loans.
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10.

THE PAN MERGER

10.1

INTRODUCTION

On 27 January 2010, a Business Combination Agreement (the "BCA") was entered into with the shareholders in
Pan Cyprus regarding the merger of Pan-Petroleum Holding AS and the Company. The BCA has been
developed into a merger plan signed by the board of directors of Pan Holding and the Company on 26 March
2010 (the “Merger Plan”). The BCA will remain in force between the parties thereto. The general meeting of
the Company approved the merger with Pan-Petroleum Holding AS on 26 April 2010.
Through the Norse Energy Demerger the Brazil Group acquired 70% of the shares in NEdB, the Brazil Group`s
holding company in Brazil.
The 30% minority shares in NEdB are currently held by Sector Speculare (Private Equity) IV, a sub-fund of
Sector Umbrella Trust, a trust incorporated under the laws of Ireland which sub-fund is managed by Sector
Omega ASA, a Norwegian limited company, registered with the Norwegian Register of Business Enterprises
under registration no. 981 122 089 ("Sector"). Funds managed by Sector are currently the largest shareholder in
Norse Energy, holding approximately 23% of the shares.
Pan-Petroleum Holding AS (“Pan Holding”) is a newly incorporated company owned by the current owners of
Pan-Petroleum Holding Cyprus Limited (“Pan Cyprus”) that upon the closing of the Pan Merger will hold two
assets; all shares in Pan Cyprus, and the 30% minority shares in NEdB, which will be transferred to PanPetroleum Holding AS prior to completion of the merger. Pan Cyprus is a company registered in Cyprus
involved in exploration and production of oil and gas in West Africa. Funds managed by Sector own 94.5% of
the shares in Pan Cyprus.
The merger will result in a company, which after the merger owns 100% of the shares in NEdB and 100% of the
shares in Pan Cyprus (the “Transaction”). The parties to the Pan Merger are of the opinion that such a merger
will give synergies and create a company of considerable interest to investors in the oil and gas industry in the
South Atlantic area.
The parties in the Transaction have agreed on equal equity value of Pan Cyprus and NEdB. The equity of the
merged company is fair valued to USD 288 million. The fair value is estimated based on the USD 65 million
Private Placement to be completed subject to the successful conclusion of the merger. The estimated fair value
of the merged company does not consider the capital increase through the said Private Placement.
Funds managed by Sector is the largest shareholder in Pan Holding with approximately 94.5% of the shares. The
issue of new shares in the Brazil Group to the Pan Holding shareholders upon completion of the Pan Merger will
establish a total shareholding for funds managed by Sector in the Brazil Group of approximately 66%.
For further details on the Pan Merger reference is made to the Information Memorandum attached as Appendix
9.
10.2

TIMING AND EXECUTION OF PAN MERGER

Filings with the register of Business Enterprises
The general meetings of Panoro Energy ASA and Pan Holding approved the Pan Merger on 26 April 2010.
The resolutions passed by the respective general meetings regarding approval of the Merger Plan were filed with
the Register of Business Enterprises by Panoro Energy ASA and Pan Holding in accordance with section 13-14
of the Norwegian Public Limited Companies Act, and announced by the register on 27 April 2010. Accordingly,
the two months period for creditor’s veto will expire on 27 June 2010.
Completion of the Transaction
Once the conditions specified below are met, the Company shall see to it that the Pan Merger is completed by
sending registration notice to the Register of Business Enterprises in accordance with section 13-17 (1) of the
Norwegian Public Limited Companies Act, and that the Pan Merger consideration shares are issued to the
shareholders in Pan Holding and registered in the VPS whereupon the Pan Merger Consideration Shares will be
listed.
The completion of the Pan Merger is conditional on the following:
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a) that the final date for making objections pursuant to section 13-15 of the Norwegian Public Limited Act has
expired;
b) that no objections have been made by creditors, or that possible objections have been clarified;
c) that the remaining conditions for completion in clause 10 of the BCA (set out in appendix 8 to the Merger
Plan enclosed in Appendix 9 hereto) are met or waived by the relevant party(ies).
For the Company there is a condition for completion that Pan Holding has acquired 100% of the shares in Pan
Cyprus and 30% of the shares in NEdB as contribution in kind.
The closing conditions above must all be met or waived within 30 June 2010 or the Merger Plan will no longer
be binding on the parties.
Approval by Brazilian banks
The loan agreements for the Brazilian bank debt include covenants with respect to approval by the banks of a
merger involving the Company. The Company has initiated proceedings with respect to such approval and is
confident that the lender banks will not accelerate the bank debt upon a completion of the Pan Merger. In the
unlikely event that the bank debt is accelerated, the Company will refinance such debt. The Company expects no
difficulties in such refinancing in light of the operations and financial situation of the Merged Company post
completion of the Pan Merger.
10.3

PRIVATE PLACEMENT

On Monday 15 March 2010, the Company assisted by Pareto Securities AS and Arctic Securities ASA
concluded a pre-IPO financing round, raising NOK 380 million (USD 65 million at the then prevailing currency
rate of 5,85) which is sufficient capital to fund the Company’s planned operations for the first 12 months
following completion of the Pan Merger.
The Private Placement was on 7 June 2010 partly completed as the remaining conditions for closing where
waived for NOK 192,5 million in gross proceeds (net proceeds USD 28 million at currency rate of 6,53) where
NOK 117 million was subscribed by Norse Energy and NOK 75,5 million by Sector. The Company have issued
in total 15.282.872 new shares with a nominal value of 1,460471768 each (these figures reflecting post reversed
split 10-1) at a subscription price of NOK 12.5958, resulting in a nominal share capital increase of NOK
22.320.203,09 in total.
Completion of the Private Placement is with respect to the remaining NOK 187,5 million still conditional upon
completion of the Pan Merger within 30 June 2010, unless this condition is waived. Further details on the
Private Placement are included in Appendix 2.
10.4

PRO FORMA FINANCIALS

10.4.1

Purpose of the unaudited pro forma financial information

The unaudited pro forma financial information has been compiled in connection with the Pan Merger for the
purpose of the Prospectus. The pro forma financial information is presented as if the de-merger of Norse Energy
and the Pan Merger had taken place at 1 January 2009.
The unaudited pro forma financial information presented below has been compiled for illustrative purposes only
to show how the Pan Merger would have impacted the Merged Group if it had occurred on 1 January 2009 for
the purpose of the unaudited pro forma condensed income statement for 2009 and for the unaudited pro forma
Statement of Financial Position as if the Pan Merger were consumed 31 December 2009. The unaudited pro
forma financial information has been compiled based on certain assumptions that not necessarily would have
been applicable if the transactions had taken place on 1 January 2009.
10.4.2

Basis of preparation

The unaudited pro forma financial information for 2009 has been compiled in accordance with the requirements
of EU Regulation No 809/2004 as included in the Norwegian Securities Trading Act.
The unaudited pro forma financial information for 2009 has been prepared based on the audited IFRS financial
statements of Panoro Energy ASA for 2009 and on the unaudited carved out consolidated financial statements
for the Merged Group For explanation of the basis of preparation of the unaudited consolidated carved out
financial statements for the Brazil Group, reference is made to chapter 7. Further, the unaudited pro forma
financial information has been based on financial information of Pan Holding. Pan Holding was established in
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2010 with the purpose to hold two assets; all shares in Pan Cyprus and the 30% minority shares in NEdB, which
will be transferred to Pan Holding prior to completion of the merger. In the unaudited financial pro form
information the financial information of Pan Holding is based solely on audited consolidated IFRS financial
statements for Pan Cyprus. For audited IFRS financial statements of Pan Cyprus reference is made to Appendix
7. Note 3 in section 10.10 explain how the 30% minority share has been reflected in the pro forma financial
information.
The unaudited consolidated financial statements of the Merged Group have been prepared in compliance with
IFRS as adopted by EU (IFRS). The unaudited pro forma financial information has been compiled using
accounting policies consistent with those to be applied by the Merged Group. The unaudited pro forma financial
information does not include all of the information required for financial statements under International
Financial Reporting Standards, and should be read in conjunction with the historical consolidated financial
information of Norse Energy and Pan-Petroleum Holding Cyprus Limited for the year ended 31 December
2009.
10.5

Accounting for the Merger

As defined in Continuing Obligations 3.5.3.1 the Company is the legal acquiring party in the Merger.
Consideration is paid to the shareholders of Pan Holding by issuing new shares in the Company. The equity
transactions governed by the Company’s Act identifies the Company as the acquirer and Pan Holding as the
acquiree.
For the purpose of the pro forma financial statements the acquisition of Pan Holding is concluded to qualify as a
business combination as defined in IFRS. For accounting purposes the net assets of the acquiree are to be
presented at fair value. It has been concluded that the Company is the acquirer for IFRS accounting purposes.
Consequently, for the purpose of the pro forma financial statements, the net assets in Pan Holding’s
consolidated financial statements are to be presented at fair value.
A preliminary PPA has been prepared identifying Pan Holding’s assets, liabilities and contingent liabilities.
Preliminary adjustments are made to the Pan Holding`s statement of financial position both regarding identified
intangible assets, deferred tax and goodwill. The carrying values of net assets of the acquirer are not affected.
The final PPA will be based on the actual purchase price and the book values at the date of acquisition and this
may differ from the fair values and summary of adjustments which is presented in the unaudited pro forma
condensed financial information.
10.6

Uniform and consistent accounting policies

Both companies are reporting in compliance with IFRS. Preliminary analyses have been performed to identify
any differences in the application of IFRS. Different accounting practice has been identified related to the
application of IFRS6 - Exploration for and Evaluation of Mineral Resources - both in compliance with the
standard. In the pro forma financial information adjustments are made to the income statement.
The unaudited pro forma financial information includes unaudited pro forma condensed income statement and
unaudited pro forma condensed Statement of Financial Position and descriptions and notes to the unaudited pro
forma financial information, but does not include statements of changes in equity and cash flows or disclosures
in notes to the accounts that would be required to be a complete set of financial statements in accordance with
IFRS.
As regards description of accounting policies and disclosures, reference is made to information disclosed in
notes to the consolidated financial statements to the financial statements for Norse Energy for 2009.
10.7

Limitations

Because of its nature, the unaudited pro forma financial information addresses a hypothetical situation and,
therefore, does not represent the Company's actual financial position or results.
Investors are cautioned not to place reliance on this unaudited pro forma financial information. The pro forma
financial information is given for the purposes of the listing of Panoro Energy ASA to comply with the

Norwegian SecuritiesTrading Act and the applicable EU regulations pursuant to section 7-7 of the
Norwegian Securities Trading Act and for no other purpose.
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10.8

Unaudited pro forma condensed income statement 2009

ro
PRO FORMA FINANCIAL INFORMATION INCOME STATEMENT

Amount in USD 1000

Panoro Energy The Brazil Group
Alignment
Pan Holding
of
Audited
Carve out
IFRS
unadjusted FY unaudited
audited
policies
2009
FY 09
FY 09
FY 09 note

Merged Group
Pro Forma
Consolidated

Pro forma
adjustments
FY 09

FY 09

OPERATING REVENUE AND EXPENSES
Operating revenues
Oil and gas revenue
Total operating revenue

-

Operating expenses
Production costs
Exploration and dry hole costs
General and administrative expenses
Amortisation and depreciation
Impairment
Total operating expenses

-

0

34 650
34 650

0

-4 002
-14 160
-11 473
-6 809
-13 679
-50 123

-24 489
-34 163

0

-15 473

-34 163

0

3 249
-16 425
24 649
283
11 756

-2 351

Profit / - loss before taxes

0

-3 717

-36 514

Income tax expense

0

4 283

729

Profit (-loss) for the year

0

-8 000

-37 243

Operating profit

0

0

34 650
34 650

-6 177

0

-4 002
-20 337
-21 147
-6 809
-38 168
-90 463

-6 177

0

-55 813

0

-6 177 6
-9 674

FINANCIAL INCOME AND EXPENSES
Expenses relating to acquisition of minority
Interest income
Interest expenses
Currency gains /-losses
Other financial items
Net financial items

-

44

-2 873
67
-22
477

1

-1 622

5
0

-1 000
-2 622

-2 873
3 316
-18 069
25 126
-717
6 783

-6 177

-2 622

-49 030
5 012

-6 177

-2 622

-54 042

10.9

Unaudited condensed Statement of Financial Position as of 31 December 2009

PRO FORMA FINANCIAL INFORMATION BALANCE SHEET - ASSETS

Amount in USD 1000

Panoro Energy

The Brazil GroupPan
Holding

Audited
Capital
unadjusted FY distribution *
2009

Pro forma Merged Group
Pro Forma
adjustments Consolidated

Carve out
unaudited
FY 09

audited
FY 09

note

FY 09

FY 09

Non current assets
Intangible assets
Deferred tax asset
Licence and exploration assets
Goodwill
Total intangible assets

22 564
126 300

140 730

148 864

140 730

Properties and field investments
Field investment and equipment
Furniture and fixtures
Total properties and field investments

111 300
2 806
114 106

Other non current assets
Other non current assets
Total other non current assets
Total non current assets

31 100
28 809
59 909

22 564
298 130
28 809
349 503

373
373

0

111 300
3 179
114 479

2 099
2 099
265 069

0
141 103

0
59 909

2 099
2 099
466 081

53 326
53 326

18 896
84 407
103 303

113 235

569 384

Current assets
Accounts receivables and other short term assets
Cash and cash equivalents
Total current assets

173
173

-173
-173

14 715
17 105
31 820

4 181
13 976
18 157

TOTAL ASSETS

173

-173

296 889

159 260

PRO FORMA FINANCIAL INFORMATION BALANCE SHEET - EQUITY AND LIABILITIES

Amount in USD 1000

Panoro Energy

2
2

2/4

The Brazil GroupPan
Holding

Audited
unadjusted FY
2009

Capital
distribution *

173

-173

Carve out
unaudited
FY 09

audited
FY 09

Merged Group
Pro forma Pro Forma
Consolidated
adjustments
note

FY 09

FY 09

Equity
The Brazil Group
Pan Holding
NBH capital increase private placement
Total equity
Long term liabilities
Bond loan
Other long term debt
Warrant liability
Deferred tax liability
Total term liabilities

105 015
154 845

173

-173

105 015

0

25 446

-1 000
-10 845
61 000
49 155

104 015
144 000
61 000
309 015

1
2

41 299
6 900

2

30 854
79 053

41 299
27 828
4 518
30 891
104 536

1

-41 299

154 845

20 928
4 518
0

2/5
2/3
4

37
37

Current liabilities
Bond loan
Bond loan - accrued interests and costs
Short term interest bearing loans
Accounts payable
Tax payable
Total current liabilities

0

0

166 428

3 475 2/5
903
4 378

Total liabilities

0

0

191 874

173

-173

296 889

TOTAL EQUITY AND LIABILITIES

48 588
2 976
80 887
33 977

45

-14 973

7 288
2 976
80 887
63 778
903
155 832

4 415

64 080

260 369

159 260

113 235

569 384

26 326

* The legal entity Panoro Energy ASA (established April 28, 20009) was acquired by Norse Energy in December 2009. The legal entity has
no operations or activity. Norse Energy injected NOK 0.9 million into the entity in December 2009, bringing the equity up to NOK 1 million
(USD 0.17 million). As part of the demerger a capital reduction was carried out by setting the value of the share capital to zero, with the
existing share capital being distributed to the shareholder. The entity’s share capital was thereafter increased through the issue of
consideration shares in accordance with the Demerger plan and the First Initial Private Placements described herein.

10.10

Unaudited notes to the pro forma condensed income statements, pro forma Statement of
Financial position and pro forma adjustments to the unaudited pro forma financial
information (if not specified - numbers in USD 000)

Note 1 Renegotiation of Bond loan
Bond loan costs in the Brazil Group at original terms have been replaced with pro forma calculated costs
according to the renegotiated NEC 01 bond loan terms, assuming completion of the restructuring. This is
expected to have a continuing impact on the Brazil Group. The increase in loan costs for the NEC 01 loan is
assumed to have no tax effect due to the tax position of the Brazil Group.

Existing carrying value:
NEC 01 loan principal
less own bonds
Less unamortized transact costs

31.12.2009
NOK
286 500 000
5 000 000
281 500 000
824 107
280 675 893

USD
49 595 790
865 546
48 730 244
142 661
48 587 583

The NEC 01 loan has been renegotiated with bondholders, who approved a restructuring proposal in December
2009 at market terms. Transaction cost is to be covered by Norse Energy before the demerger. The loan has not
been deemed as significantly modified under IAS 39 and thus has not been accounted for as an extinguishment
of the original loan and the recognition of a new financial liability.
The restructuring of the bond debt is dependent upon completion of the condition precedents stated in the draft
amendment agreement. An aggregate principal amount of NOK 43 million (USD 7.3 million) shall be redeemed
within 14 days following the Restructuring Date at par (100%) plus accrued and unpaid interest thereon, a
principal amount of NOK 122 million of the loan mature on 13 July 2011, together with any accrued and unpaid
interest thereon while the remaining loan shall mature and be due and payable on 13 July 2012, together with
any accrued and unpaid interest thereon. The Borrower shall pay interest on the loan (i) at a fixed rate of 10%
per annum from the disbursement date to the restructuring date, and (ii) at a fixed rate of 12% per annum from
the Restructuring Date until 13 July 2010. Thereafter, the Borrower shall pay interest on the loan at a fixed rate
of 13.5% per annum. Interest payments shall be made quarterly in arrears on the 13th of each July, October,
January and April, with the first interest payment date being 13 July 2010. Loan costs are estimated to increase
by a yearly amount of approximately USD 1.7 million as a consequence of the renegotiated terms.
Adjustment:
Reclassification from short term to long term liability
Bond loan long term
Bond loan short term
Increase in interest costs

41 299 credit
41 299 debit
USD 1 622
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Note 2 Acquisition of Pan Holding
The Pan Merger is to be recorded as an acquisition. The fair value is set based on the NOK 380 (USD 65
million) Private Placement. The fair value of the Merged Company does not consider the capital increase
through the said Private Placement. The final value is to be set on Transaction date.
In January 2010 Pan Holding closed a transaction with Prevail Energy Limited which holds exploration and
development assets in Congo. The transaction was partly settled through a capital increase. In addition future
consideration shares will be issued contingent upon various operational milestones being achieved. Estimated
liability has been considered in the equity increase of USD 8.2 million of which USD 1.2 million is issued prior
to closing. The assets in Congo acquired in January 2010 have been included in the valuation of Pan Holding.
Consequently, the acquisition and capital increase is considered in the pro forma financial information as part of
the pro forma adjustments. The future commitment to issue shares to Prevail based on the-earn out clause is
estimated to USD 7.1 million.

Adjustment - regarding the acquisition of Pan Petroleum - USD 000

Pro forma adjustments

Intangibles

Adjustments in fair value
Intangible license and exploration assets
-17 023
Goodwill
Investments in Prevail, Congo
Cash
Liability
Shares issued
Contingent consideration
Abandonment costs and penalty
Abandonment costs
Penalty

7 674
7 326
1 167
7 056

6 900
18 000
31 100

Equity

Cash

Liability

Accrued
abandonment

17 023
2 045

Goodwill

Deferred
tax

28 809

-30 854

28 809

-30 854

-7 674
-7 326
-1 167
-7 056

-6 900
10 845

-7 674

-18 000
-25 326

-6 900

Details from the preliminary Purchase Price Allocation is presented in chapter 10.11.
Deferred tax is calculated on the difference between the fair values in the business combination and the taxable
values. Average tax rate used is 41%. Goodwill represents the residual value of USD 28,809 and is mainly a
result of the recognition of deferred tax.
According to IFRS, non-producing properties shall not be amortized until they become producing properties.
Until then such properties will be evaluated for impairment. No amortization of non-producing properties is
therefore included in the unaudited pro forma income statements.
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Note 3 Capital increase from the merger
Prior to the merger, 30% of NEdB is controlled directly by the main shareholders of Pan Cyprus and therefore
presented as a non controlling interest in Norse Energy's 2009 financial statements according to IFRS 3.
Upon the closing of the Pan Merger, Pan Holding will hold two assets; all shares in Pan Cyprus, and the 30%
minority shares in NEdB, which will be transferred to Pan-Petroleum Holding AS prior to completion of the
merger.
The merger is based on a 50/50 equity valuation basis of Pan Cyprus and NEdB. The equity of the merged
company is fair valued at USD 288 million (100% Pan Cyprus USD 144 million; 100% NedB USD 144
million). As a result, the consideration to the shareholders in Pan Petroleum Holding AS in exchange for 100%
of the Pan Cyprus shares and 30% of the NedB shares has been calculated to USD 187.2 million ( 100% of Pan
Cyprus USD 144 million plus 30% of NedB USD 43.2 million).
Based on an exchange rate of USD/NOK 5,825 the total subscription amount is NOK 1 090 440 000. The
shareholders in Pan Holding shall receive 86 942 991 shares in the Company.
The merger will include the purchase of a non-controlling interest (30% of NEdB) which according to IFRS is
to be recorded directly in equity without any profit or loss impact. The value of the non- controlling interest
based on the above is USD 43.2 million which is reflected directly to equity as illustrated in the table below. Net
increase in capital as a result of the merger:

Share issue on merger
Less aquisition of non- controlling interest
Net equity increase from merger

No of shares NOK
Exchange rate USD 000
86 942 991 1 090 440 000
5,825 187 200
43.2/187.2 -251 640 000
5,825 -43 200
838 800 000
144 000

Note 4 Private Placement of NOK 380 million (USD 65 million)
The Brazil Group has received subscriptions in the Private Placement with a gross subscription amount of NOK
380 million (USD 65 million at the current rate of 5,85) which is completed for NOK 192,5million and which is
to be fully completed in connection with the Pan Merger.
Adjustment
Cash
Equity net of transaction costs
(valuated at exchange rate 5,85)

USD 61 000 debit
USD 61 000 credit

Note 5 Accrual for estimated costs in relation to the listing and the Merger – estimated to
USD 1 million
Transaction costs related to the acquisition will, according to IFRS, be recognized in the statement of income
when incurred. Total transaction costs are estimated to be approximately USD 1 million.
Adjustment:
Costs
Accounts payable

USD 1 000 debit
USD 1 000 credit

Note 6 Alignment of accounting principles
Exploration costs
According to IFRS6 – Exploration for- and evaluation of Mineral Resources – different accounting policies are
accepted regarding accounting treatment of Exploration costs. Certain exploration costs prior to production may
be capitalized or charged as expense.
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The policy in the Brazil Group has been to charge exploration costs to profit and loss except for drilling costs
which are capitalized, but charged to expense if the well is proven dry. In Pan Cyprus all exploration costs have
been capitalized. Adjustments have been made to the pro forma income statements for 2009 to ensure consistent
accounting policies resulting in increased costs of USD 6 177.
10.11

Preliminary allocation of fair value of assets acquired

Adjustments to
Fair value carrying value
2009
USD000
Non-current assets
Property, plant and equipment
Intangible licence and exploration assets
Goodwill

373
171 830
28 809
201 012

Current assets
Cash and cash equivalents
Trade and other receivables

2009
USD000

0
-17 023
28 809
11 786

6 302
4 181
10 483

Total assets
Current liabilities
Trade and other payables
Tax payable
Provision for penalty
Provision for abandonment
Deferred tax liability
Total liabilities
Net assets

211 495

11 786

10 801
903
18 000
6 900
30 891
67 495

30 854
30 854

144 000

-19 068

The pro forma financial information is presented based on the assumption of title to the licenses in Nigeria.
Reference is made to section 1.2.7 and section 6.13 in the Information Memorandum dated 23 April 2010
attached as Appendix 9.
The provision for penalty relates to the Ajapa license. The amount represents an accrual for penalty due to late
payment of cash calls by the previous owners of the field. The amount has been agreed to USD 18 million and is
payable from post- tax operating cash flows.
The provision for abandonment relates to the Ajapa license. The Ajapa assets are in the process of starting
production. A wellhead platform is now in place and abandonment costs have been estimated based on the
conditions set in the license agreement.
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10.12

Independent assurance report on unaudited pro forma financial information

Deloitte AS’s assurance report on the unaudited pro forma financial information included in this section is
attached as Appendix 10.
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11.

MARKET OVERVIEW

This Section may include “forward-looking” statements. See further presentation of such statements in Section 4
“Notice regarding forward-looking statements”. Some important factors that could cause actual results to differ
materially from those in the forward-looking statements are, in certain instances, included with such forwardlooking statements and in the Section 2 “Risk Factors” in this Prospectus. Given the aforementioned
uncertainties, prospective investors are cautioned not to place undue reliance on any forward-looking
statements.
11.1

THE ENERGY MARKET

The oil market is an integral part of the world economy and the world’s energy consumption has increased more
or less constantly up to 2007 when the financial crisis started. The growth has been driven by the strong
economic development in the Asian Pacific countries, and has primarily been related to the consumption of oil,
together with natural gas and coal. The use of nuclear energy and hydroelectric energy has however stagnated.
The oil market is an integral part of the world economy, where demand moves in line with the general economy.
This could be seen in 2008 when the consumption of oil decreased by 0.5% in the wake of the downturn in the
world economy. The International Monetary Fund (IMF) estimates in its April 2010 report “World Economic
Output – Rebalancing Growth” world economic growth, measured by real GDP growth, at 3% in 2010 driven by
a 10% growth in China and 8.8% growth in India’s economies. Due to the close correlation between economic
growth and oil demand, the International Energy Agency (IEA) in its April 2010 report “Oil Market Report”
estimates growth in oil demand to 86.6 Mbd in 2010, a growth of 1.7 Mbd compared to 2009. Long-term, IEA
in its November 2009 report “World Energy Outlook” estimates the world’s demand for oil is expected to grow
to 105 Mbd in 2030 according to IEA which represents an annual growth rate of approx. 1%.
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Source: BP databases, Statistical Review of World Energy 2009
(http://www.bp.com/subsection.do?categoryId=9023761&contentId=7044545)

11.2

OPEC’S ROLE IN THE OIL MARKET

OPEC (http://www.opec.org/opec_web/en/) is an international organization of twelve countries, which
are heavily reliant on oil revenues as their main source of income. Membership is open to any country which is a
substantial net exporter of oil and shares the ideals of the organization. The current members are Algeria,
Angola, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United Arab Emirates and
Venezuela.
Twice a year, or more frequently if required, the Oil and Energy Ministers of the OPEC countries meet to decide
on the organization’s output level and consider whether any action to adjust output is necessary in the light of
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recent and anticipated oil market developments. During the period in 2005-2008 with strongly increasing energy
prices it was questioned whether OPEC had the control over the price setting in the oil market. Regardless, it is
clear that OPEC has regained more control over prices as the cartel has reduced output and it is estimated that
OPEC currently have in excess of 5% spare production capacity compared to close to no spare capacity in 200708.
11.3

THE OIL PRICE

Currently (25 May 2010) the oil price is around USD 70 per barrel (Brent) which, despite of the recent drop
from USD 80 9er barrel due to concerns related to sovereign debt and government deficits to the economies of
Portugal, Ireland, Italy, Greece and Spain (PIIGS), is close to double the prices seen in early 2009 in the midst
of the financial crisis that started in 2007/2008. The oil price reached an all time high in the first half of 2008 at
USD ~145 per barrel on shortage in supply and a strong demand side yet to be impacted by the evolving
financial crisis. Strong demand for energy combined with limited supply, limited spare production capacity in
OPEC, supply disruption in key regions like Russia, the Middle East and West Africa, and the risk of gas
shortage in North America were the main reasons for the record-high prices in 2008. The collapse of major
financial institutions and general slow-down in activity spreading throughout the economy in 2008 pulled oil
prices down more than USD 100 per barrel. Since then the oil price has rebounded sharply on back of “contango
trade” whereby oil has been bought and held in storage and sold at higher forward prices (effectively taking oil
supply off the market) in addition to the very effective cuts in OPEC production. This coupled with a rebound in
the economic activity and continued growth in China are believed to be the main reasons for oil prices moving
up to its current level around USD 70 per barrel.

Development in oil price last 10 years (Brent Crude current month USD/barrel)
Source: Datastream 2010 (Nominal prices) (subscription software)
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Chinese demand supporting the current oil price:

Chinese demand remained strong into Q4
Runs, mbd
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Source: Pareto Securities AS Equity Research 2010: Energy Information Agency
(http://tonto.eia.doe.gov/dnav/pet/pet_pnp_wiup_dcu_nus_w.htm), China Customs Administrations 2010
(http://www.uschina.org/info/index.php#trade).

The graph below shows the oil price adjusted for inflations rebased to 2008 USD and we see that the high oil
prices seen recently is actually in line with the previous peak in the early 1980’s.
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The oil price is affected by a number of factors including changes in supply and demand, OPEC regulations,
weather conditions, US dollars compared to other currencies, regulations from domestic and foreign authorities,
political and economic conditions and the price of substitutes.
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The use of oil with respect to the total energy consumption has also increased, but it must be noted that the
market is dynamic and that means that the demand for oil is inversely linked to the price. Longer periods of high
oil prices can therefore lead to increased use of alternative energy sources at the cost of oil demand.
11.4

THE BALANCE IN THE OIL MARKET

The International Energy Agency (IEA) has started upward revisions of their oil demand forecast as indicated
by the graph below. Since 2Q 2009 the expected global demand for oil is revised up from -3% to only -1% for
the whole year 2009. For 2010 the agency expects a 2% demand growth for oil and this estimate has remained
more or less stable throughout the period. Continued long-term growth in demand for energy, and especially oil,
has been difficult to meet for the oil market that characterized by gradual depletion of old fields and continued
decline in supply as shown on the second graph below.
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World oil production; Fighting falling trend
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11.5

GEOGRAPHICAL MARKETS

Brazil
Brazil is a bright spot in the world of energy exploration and production today, having one of the world’s largest
anticipated untapped resource bases. Brazil is developing into an oil exporting nation with its recent discoveries
of the deep sub-salt oil fields offshore the coast of Brazil. Currently Brazil has 12.6 billion barrels of oil reserves
and 365 Bcm of gas reserves (source: CIA world fact book https://www.cia.gov/library/publications/the-worldfactbook/geos/br.html).
Brazil is currently undertaking one of the world’s largest exploration programs to map the extent of discoveries
such as Tupi. The state controlled oil major Petrobras is the leading oil and gas company in the region and is
also Operator in the Manati and BS-3 licenses. As an early entrant since oil deregulation in 1997, the Brazil
Group established a significant presence through its acquisitions of proven reserves, as well as building
productive relationships with the Brazilian authorities, financial institutions and Petrobras.
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12.

BOARD OF DIRECTORS, MANAGEMENT AND EMPLOYEES

12.1

BOARD OF DIRECTORS

Overview
The Board is responsible for administering the Company’s affairs and for ensuring that the Company’s
operations are organized in a satisfactory manner.
The following table sets forth, as the date of this Prospectus, the number of options and shares beneficially
owned by each of the Company’s directors:
Name

Position

Dag Erik Rasmussen

Chairman

Katherine H. Støvring

Board member

Ragnar Thor Grundtvig
Søegaard

Board member

Has served
since
December
2009
December
2009
May 2010

Term
expires
AGM 2011

Options
held
None

Shares held
None

AGM 2011

None

None

AGM 2012

None

None

Description of the board members
The Company’s Board of Directors consists of the following members:
Dag Erik Rasmussen, Chairman of the Board. Dag Erik Rasmussen is Candidate in Jurisprudence from the
University of Oslo (1989). Rasmussen has been partner with Advokatfirmaet Selmer DA since year 2000.
Before joining Selmer he was Secretary of the Board and Head of Legal Department at the Oslo Stock Exchange
(1998-2000) and Legal Counsel at the Oslo Stock Exchange from 1994. Rasmussen's professional background
also includes positions as associate at Wiersholm, Mellbye & Bech (1993-94), Legal Counsel for the
Lillehammer Olympic Organization Committee (1993-94), Associate at Hauge & Stange Lund (1992-93),
Deputy Judge in Nedre Romerike Municipal Court (1990-93) and Public Prosecutor at Larvik Police Authority
(1989-90). Mr Rasmussen has served as a board member for companies listed on Oslo Børs (Rem Offshore
ASA and Wavefield Inseis ASA) and holds several board positions within the Sector Asset Management Group.
Rasmussen is a lecturer in securities and corporate law. Rasmussen is also Chairman of the Board of Norse
Energy Corp. ASA.
He is a Norwegian citizen living in Bærum, outside of Oslo. Business address: Advokatfirmaet Selmer DA,
Tjuvholmen allé 1, PO Box 1324 Vika, 0112 Oslo, Norway
Katherine H. Støvring, Non-Executive Director. Ms Støvring is a former Vice President International
Exploration and Production in Statoil, and prior to this worked with Planning and Performance Management in
the Gas, Power and Renewables division of BP plc in London. Ms. Støvring graduated from London Business
School (Sloan Programme) in 2001. In addition she is a member of the Norwegian Bar and a Solicitor Admitted
to the Rolls of England and Wales.
Ms Støvring is a Norwegian and US citizen and resides in Oslo, Norway. Business address: Simonsen
Advokatfirma DA, C. J. Hambros plass 2D, PO Box 6641 St. Olavsplass, 0129 Oslo, Norway
Ragnar Søegaard, Non-Executive Director. Mr Søegaard has over the last 16 years worked as CFO in the ECo Energi Brazil Group, and has long experience from high-level managerial positions in large companies as
well as comprehensive experience as a board member in Norwegian and international companies. He has broad
background in management, finance and accounting, strategic planning, negotiations, and project management
on an international level. Furthermore, he has experience from teaching and lecturing at university masterdegree level. He is the author of “Cash management in Construction” and “Financial Accounting” and has
published several articles in professional journals.
Mr Søeegard is a Norwegian citizen and resides in Oslo, Norway. Business address: c/o Norse Energy Corp.
ASA, Dronning Maudsgate 1-3, PO Box 1885 Vika, 0124 Oslo, Norway
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12.2

MANAGEMENT

Overview
The senior management is responsible for the daily management and the operations of the Company.
No members of the management currently hold shares or options in the Company. The Company aims to
establish an option program for the management.
Description of the management
Kjetil Solbrække. Chief Executive Officer. In 1989 he completed his degree in Economics at the University of
Oslo. After graduation he worked for the Ministry of Petroleum and Energy in Norway for six years. Mr.
Solbrække joined Hydro in 1998, where he held many different positions including Chief Financial Officer and
Senior vice President of International Business Development. In 2005 Mr. Solbrække became the Country
manager for Hydro Brazil, responsible for establishing Hydro Oil and Energy within Brazil. On October 1st
2007, after the Statoil and Hydro merger, Mr. Solbrække was appointed Senior Vice President for the South
Atlantic Region, with responsibility for Latin America and Africa in the Department of International
Exploration and Production in the newly formed Norwegian oil and gas giant StatoilHydro, based in Oslo. He
joined Norse in early 2008 as Chief Executive Officer. Mr. Solbrække is a Norwegian citizen and resides in Rio
de Janeiro, Brazil.
Note: Kjetil Solbrække was in a Board meeting 10 May 2010 appointed as CEO of the Company. Due to the
fact that Solbrække is a resident of Brazil, Mr. Solbrække needs consent from the Ministry of Trade and
Industry in order to enter upon the position as the CEO in the Company. The application for such consent has
been filed with the Ministry of Trade and Industry, and approval is expected to be received shortly.

The Board therefore appointed Mr. Anders Kapstad as intermediate CEO of the Company until the approval of
Mr. Solbrække as CEO has been received from the Ministry of Trade and Industry. Mr. Kapstad will
automatically resign from the position as CEO upon such approval of Mr. Solbrække.
Business address: Norse Energy do Brasil S.A., Praia de Botafogo No 228, Sala 801, Rio de Janeiro 22250-040,
Brazil.
Anders Kapstad. Chief Financial Officer. Mr. Kapstad joined Norse Energy Corp in August 2005. Mr. Kapstad
holds a Bachelor of Science degree from the University of San Francisco and an MBA from SDA Bocconi in
Milan, Italy. Mr. Kapstad has 15 years of investment banking experience, holding positions within equity sales,
portfolio management, private banking and corporate finance. Mr. Kapstad is a Norwegian citizen and resides in
Oslo, Norway.
Business address: Norse Energy Corp. ASA, Dronning Maudsgate 1-3, PO Box 1885 Vika, 0124 Oslo, Norway
Carl Peter Berg. Vice President Commercial. Mr. Berg joined Norse Energy do Brasil in August 2006. Mr.
Berg holds a Master of Business Administration from the Norwegian School of Economics and Business
Administration (NHH). Mr. Berg has extensive experience from management consultancy and financial
planning. Mr. Berg is a Norwegian citizen and resides in Rio de Janeiro, Brazil.
Business address: Norse Energy do Brasil S.A., Praia de Botafogo No 228, Sala 801, Rio de Janeiro 22250-040,
Brazil
Thor A. Tangen: Chief Engineer. He has 35 years of experience in the upstream Oil & Gas sector, mainly with
Norsk Hydro and Statoil. Mr. Tangen has been project director/asset manager for a variety of large upstream
initiatives (e.g. Njord, Troll Oil, Grane and Ormen Lange). All of these fields represented new innovative
solutions in the Oil & Gas industry. Both Ormen Lange, a USD 10 billion natural gas field development, and
Troll Oil, a USD 5 billion crude oil field development, received several international prizes for their successful
technology applications.
Business address: Norse Energy Corp. ASA, Dronning Maudsgate 1-3, PO Box 1885 Vika, 0124 Oslo, Norway
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Jonas Gamre. Investor Relations and Financial Analyst. Mr Gamre has a MSc in Business & Economics from
the Norwegian School of Management. He has previous work experience from Elkem Silicon division and
Hydro Oil & Energy. He joined Norse Energy early 2007.
Business address: Norse Energy Corp. ASA, Dronning Maudsgate 1-3, PO Box 1885 Vika, 0124 Oslo, Norway.
12.3

THE NOMINATION COMMITTEE

The Company shall have a nomination committee consisting of 2 to 3 members to be elected by the annual
general meeting for a two-year period. The majority of the nomination committee shall be independent of the
board of directors and the day-to-day management. The nomination committee’s duties are to propose to the
general meeting shareholder elected candidates for election to the board of directors, and to propose
remuneration to the board. The annual general meeting may adopt procedures for the nomination committee.
12.4

AUDIT COMMITTEE AND COMPENSATION COMMITTEE

The Board will have an Audit Committee, consisting of 2 to 3 members. The members are independent of the
executive management. The purpose of the committee is to assist the Board of Directors to serve as an
independent, objective check and balance in the Company’s financial reporting and internal control.
Its responsibilities include:
x
x
x
x

The integrity of the financial statements of the Company, including the audited annual and the
unaudited quarterly financial statements.
The independence, qualifications, performance and compensation of the Company’s independent
auditors.
The performance of the Company’s internal audit function.
The Company’s compliance with legal and regulatory policies

The Board will appoint a Compensation Committee, consisting of 2 to 3 members. The members are to be
independent of the executive management. The Compensation Committee meets regularly, and the objective of
the committee is to determine the remuneration of the compensation structure and levels of the Company’s
CEO. The Compensation Commitee will present its recommendations to the Board, whereby the Board of
Directors will decide upon the remuneration of the CEO. Remuneration to the CEO shall be at market terms and
decided by the Board and made official at the AGM every year. Options must be approved by AGM.
12.5

CONFLICTS OF INTERESTS ETC.

No potential conflict of interest between senior management and the directors duties to the Company and their
private interests and or other duties have been identified.
During the last five years preceding the date of this document, no member of the Board or the senior
management has:
x

any convictions in relation to indictable offences or convictions in relation to fraudulent offences;

x

received any official public incrimination and/or sanctions by any statutory or regulatory authorities
(including designated professional bodies) or ever been disqualified by a court from acting as a member of
the administrative, management or supervisory bodies of a company or from acting in the management or
conduct of the affairs of any company; or

x

been declared bankrupt or been associated with any bankruptcy, receivership or liquidation in his capacity as
a founder, director or senior manager of a company.

Over the five years preceding the date of this document, the member of the Board and the senior management
hold or have held the following directorships (apart from their directorships of the Company and its
subsidiaries) and/or partnerships:
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Board of Directors:
Dag Erik Rasmussen

Katherine H. Støvring
Ragnar Søegaard

Current directorships/partnerships
Chairman, Norse Energy Corp. ASA
Board Member Sector Asset Management
ASA
Chairman Sector Omega ASA
Chairman Sector Gamma ASA
Chairman Sector Theta ASA
Chairman Sector Epsilon AS
Board Member Rem Offshore ASA
Deputy Board Member Brocade Norway AS
Participant Advokatfirmaet Selmer DA
Board Member Norse Energy Corp. ASA
Chairman Ruter AS
Chairman Verdispar Croatian Development
II
Chairman Norwegian Electricity Cooperation
Board member 99X AS
Board member Eurocenter DDC, Sri Lanka
Board member Clean Energy Invest AS
Board member RS Consult

Previous directorships/partnerships
Board Member Wavefield Inseis ASA
Chairman Sector Fund Services ASA

Salah Gas Services (Jersey)
Chairman Multiconsult AS
Vice chairman E-CO Vannkraft AS
Board member Small Turbine Partner AS
Board member Hybrid Energi AS
Board member Mallin AS
Board member Mallin Eiendom AS

Dag Erik Rasmussen serves as board member of Sector ASA, the parent company of Sector, being the largest
shareholder of Norse Energy and to be the largest shareholder of the Company upon listing. He was appointed to
the boards of Norse Energy and the Company at the proposal of Sector.
No board members have private interests of relevance and there are no other understandings or agreements with
major shareholders in respect of selection of board members (other than upon completion of the Pan Merger as
described in the Information Memorandum of 26 April 2010.)

Management:
Anders Kapstad

Current directorships/partnerships
Chairman La Barra Capital AS

Kjetil Solbrække
Carl Peter Berg

None
Chairman JACA Invest AS

12.6

Previous directorships/partnerships
Board Member Primera Management AS
Chairman La Barra Capital AS
None
None

REMUNERATION AND BENEFITS

Remuneration of the Board
The remuneration of the members of the Board is determined on a yearly basis by the Company at its annual
general meeting. The directors may also be reimbursed for, inter alia, travelling, hotel and other expenses
incurred by them in attending meetings of the directors or in connection with the business of the Brazil Group.
A director who has been given a special assignment, besides his normal duties as a director of the Board, in
relation to the business of the Brazil Group may be paid such extra remuneration as the directors may determine.
As the Company has had limited operations so far, no board remuneration is yet to be paid to the board
members.
Kjetil Solbrække received in 2008 and 2009 a total salary including bonuses of USD 325.000 and USD 529.000
respectively, as managing director of NEdB. Anders Kapstad received a total salary of USD 376.000 and USD
425.000 for 2008 and 2009 in his capacity as CFO of Norse Energy. Yearly pension costs for the CFO is USD
7,500.
Benefits upon termination of employment
CEO of Norse Energy do Brasil S.A. has an agreement of two years’ salary in case of resignation, and the VP
Commercial of Norse Energy do Brasil S.A. has an agreement of two months’ salary in case of resignation. No
other members of the administrative, management or supervisory bodies’ have entered into any service contracts
with the Company or any of its subsidiaries providing for benefits upon termination of their employment.
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Pension obligations
The Brazil Group does not have any pension plans in place for employees in Brazil.
The subsidiaries in Brazil, Norse Energy do Brasil and Rio das Contas Produtora de Petróleo complies with all
labour law requirements for pension plan and both have in place a voluntary saving plan since 2007.
Loans and Guarantees
The Company has a long term note receivable to Kjetil Solbrække, CEO Brazilian operations, of USD 856,000.
The note principal is due in March 2013 and carries an interest of 3%.
12.7

EMPLOYEES

As of the date of this Prospectus, the operation of the Brazil Group involves about 20 people. The Company has
5 employees. The table below illustrates the development in number of employees over the last years, as per the
end of each calendar year from 2006 and as of date of this Prospectus.
Year
2010
2009
2008
2007
2006

12.8

As of date
28 May 2010
31 December
31 December
31 December
31 December

Brazil
15
20
30
26
22

CHANGES TO BOARD AND MANAGEMENT UPON PAN MERGER

The board and management of the Company are expected to change upon completion of the Pan Merger, as
further described in the Information Memorandum attached as Appendix 9.
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Total
20
20
30
26
22

13.

SHARE CAPITAL AND SHAREHOLDER MATTERS

The following description includes certain information concerning the Company’s share capital, a brief
description of certain provisions contained in the Company’s Articles of Association and Norwegian law in
effect as of the date of this Prospectus. Any change in the Articles of Association is subject to approval by a
general meeting of shareholders. This summary does not intend to be complete and is qualified in its entirety by
the Company’s Articles of Association and Norwegian law.
13.1

SHARE CAPITAL AND SHARES

Share capital
As of the date of this Prospectus, the Company’s registered share capital is NOK 90.692.854,88 divided into
62.098.328 shares each with a nominal value of NOK 1,460471768, following the registration of the Demerger
and First Trance Private Placement. All the Shares are authorised and fully paid.
As of the date of this Prospectus the Company does not own any treasury shares.
Shares
All issued Shares in the Company will be issued in accordance with Norwegian law, and vested with equal
shareholder rights in all respects. There is only one class of shares and all shares in the Company have equal
voting rights.
The Company’s Articles of Association do not contain any provisions imposing any limitations on the
ownership or the tradability of the Shares.
The Shares will be created under the Norwegian Public Limited Liability Companies Act and registered in
book-entry form in the VPS under the international securities identification number ISIN NO 001 0564701.
The registrar for the Shares with the VPS is Nordea Bank Norge ASA, Verdipapirservice, P.O.Box 1166 Sentrum, N-0107 Oslo, Norway.
Outstanding authorisations
As of the date of this Prospectus the Company has not any authorizations to acquire treasury shares or
authorization to increase the share capital.
However the general meeting of the Company on 26 April 2010 approved the Private Placement with gross
proceeds NOK 380 million, which has been completed for NOK 192,5 million. The Private Placement is still to
be completed with respect to NOK 187.500.000 as completion is still conditional upon completion of the Pan
Merger within 30 June 2010, unless this condition is waived.
Transferability and foreign ownership
There are no restrictions on trading in the Company’s Shares and no restrictions on foreign ownership of the
Company’s Shares.
Legislation and rights attached to the Shares
Reference is made to the review of legislation and rights attached to the Company’s Shares in Section 13.4 “The
Articles of Association and general shareholder matters“.
Mandatory offers
Section 13.6.12 “Mandatory offer requirement” outlines the legislation on mandatory offers applicable to
Norwegian companies listed on Oslo Børs. The Company has not been subject to any public take-over bids the
last 12 months.
Withholding tax
Section 14.2 of this Prospectus provides information concerning withholding tax for foreign shareholders.
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13.2

HISTORICAL DEVELOPMENT IN SHARE CAPITAL AND NUMBER OF SHARES

Below is a table showing the development in the number of Shares and the share capital of the Company since
2009 until the date of the Prospectus (all figures in NOK).
Year

Type of change

2009
2009
7 June 2010
7 June 2010

7 June 2010

13.3

Change in share Total issued share
capital
capital
Incorporation
100,000
100,000
Capital increase
900,000
1,000,000
Capital
reduction
pre
0
Demerger
1,000,000
Capital Increase upon 68 372 651,79
68 372 651,79
completion of Demerger
90.692.854,88
Capital Increase (First 22 320 203,09
Trance Private Placement
post Demerger)

No of shares
100
1000
0
46815456
62098328

MAJOR SHAREHOLDERS

As of the completion of the Demerger (and assuming the shareholdings in Norse Energy as of 25 May 2010, the
20 largest shareholders are shown in the table below:

Name of shareholder
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Number of
Shares
74 579 150
35 426 883
17 001 138
11 300 000
8 100 500
7 470 200
6 561 394
6 500 000
4 389 000
4 361 417
4 185 616
4 067 890
4 000 000
3 969 464
3 950 195
3 716 100
3 500 000
3 000 000
2 529 616
2 501 642

GOLDMAN SACHS INT. - EQUITY UBS AG, LONDON BRANCH
NORDEA BANK NORGE ASA
BRUHEIM BJARTE
VIKSUND AS
WESTCAP A/S
SOLODDEN AS
DNB NOR SMB VPF
NESTOR SHIPPING AS
MG INVESTMENT FUNDS MG EUROPEAN
FARSTAD JAN HENRY
SKANDINAVISKA ENSKILDA BANKEN
SAF INVEST AS
DANSKE BANK A/S
NORDNET BANK AB
CITIBANK N.A. (LONDON BRANCH)
PACTUM AS
WILHELMSEN LINES SHIPOWNING AS
TYRHOLM &amp; FARSTAD A/S
JPMORGAN CHASE BANK

Percentage
(%)
15.93%
7.57%
3.63%
2.41%
1.73%
1.60%
1.40%
1.39%
0.94%
0.93%
0.89%
0.87%
0.85%
0.85%
0.84%
0.79%
0.75%
0.64%
0.54%
0.53%

The shareholders in Norse Energy at the date of completion of the Demerger will become shareholders in the
Company in the same ratio upon completion of the Demerger. The above table reflect the ownership positions
in Norse Energy as of 7 June 2010 following completion of Demerger and First Trance Private Placement.
For the sake of clarity – this does not reflect the ownership position post completion of the Pan Merger and the
remaining Private Placement.
The major shareholders of the Company are defined as shareholders holding more than 5% of the share capital
in the Company.
The major shareholder is Sector Omega. Funds controlled by Sector holds 108,886,432 shares in Norse Energy
as the date of the Prospectus, representing 23.26% of the shares in Norse Energy. Following the completion of
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the Demerger and the First Trance of the Private Placement own 27,18 % of the shares in the Company.
Following the completion of the First Trance of the Private Placement, Norse Energy own 14,96% of the shares
in the Company.
In accordance with the disclosure obligations under the Norwegian Securities Trading Act, shareholders
acquiring ownership to or control over more than 5% of the share capital of a company listed on Oslo Børs must
notify the stock exchange immediately. The table above shows the percentage held by such notifiable
shareholders.
13.4

THE ARTICLES OF ASSOCIATION AND GENERAL SHAREHOLDER MATTERS

The Company’s objects and purpose
The Articles of Association of the Company are included as Appendix 1 to this Prospectus. According to
Section 1 of the Articles of Association, the Company's business shall consist of exploration, production,
transportation and marketing of oil and natural gas and exploration and/or development of other energy forms,
sale of energy as well as other related activities. The business might also involve participation in other similar
activities through contribution of equity, loans and/or guarantees.
The Shares
As of the date of this Prospectus, the Company’s registered share capital is NOK 1,000,000 divided into 1,000
Shares with a nominal value of NOK 1,000 per Share. All the Shares are authorised and fully paid.
As of the date of this Prospectus, the Company’s registered share capital is NOK 90.692.854,88 divided into
62.098.328 shares each with a nominal value of NOK 1,460471768. All the Shares are authorised and fully paid
and reflect (i) the consideration shares issued in the Demerger following a reversed split of 10-1 and (ii) the
shares issued to Norse Energy and Sector in the First Trance Private Placement.
The shares entitle the holder to a dividend from 7 June 2010.
The Company’s shares shall be registered in the Norwegian Registry of Securities, Verdipapirsentralen (VPS).
The General Meeting of shareholders
The following matters will be considered and decided by the annual general meeting:
1. Approval of the profit and loss statement and balance sheet, including application of the profit for the year or
coverage of the loss for the year.
2. Election of board of directors and auditor, and determination of their remuneration.
3. Other issues which pursuant to law or the articles of association are to be decided by the annual general
meeting.
If documents that shall be considered at the general meeting are made available to the shareholders on the
Company’s website, the Companies Act request to send these documents to shareholders does not apply. This
shall also apply for documents that, pursuant to law or regulations, shall be included in or attached to the notice
of the general meeting. A shareholder may nevertheless upon request to the Company have the documents that
shall be considered at the general meeting sent free of charge by mail.
The annual general meeting and the extraordinary general meeting is called with a three week notice period.
Registrations for the Company's general meetings must be received at least five calendar days before the
meeting is held.
The Board of Directors
The board of directors shall consist of 3 to 8 members.
The Nomination Committee
The Company shall have a nomination committee consisting of 2 to 3 members to be elected by the annual
general meeting for a two year period. The majority of the nomination committee shall be independent of the
board of directors and the day to day management. The nomination committee’s duties are to propose to the
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general meeting shareholder elected candidates for election to the board of directors, and to propose
remuneration to the board. The annual general meeting may adopt procedures for the nomination committee.
Voting rights and other shareholder rights
The Company’s shares have equal rights and one vote per share at the general meeting. The Articles of
Association do not contain stricter restrictions for changing of the rights of the holders of the shares than those
which follow from the Public Limited Liability Companies Act.
As a general rule, resolutions that shareholders are entitled to make pursuant to Norwegian law or the
Company’s Articles of Association, requires approval by a simple majority of the votes cast. In the case of
election of directors to the Board, the person who obtains the most votes is elected to fill the vacant position.
However, as required under Norwegian law, certain decisions, including resolutions to waive pre-emptive rights
in connection with any issue of shares, convertible bonds, warrants etc., to approve a merger or demerger, to
amend the Company’s Articles of Association, to authorise an increase or reduction in the share capital, to
authorise an issuance of convertible loans or warrants or to authorise the Board to purchase the Company’s own
Shares or to dissolve the Company, must receive the approval of at least two-thirds of the aggregate number of
votes cast as well as at least two-thirds of the share capital represented at a shareholders’ meeting. Further,
Norwegian law requires that certain decisions, which have the effect of substantially altering the rights and
preferences of any shares or class of shares, receive the approval of all the holders of such shares or class of
shares as well as the majority required for amendments of the Company’s Articles of Association. Decisions that
(i) would reduce any existing shareholder's right in respect of dividend payments or other rights to the assets of
the Company or (ii) restrict the transferability of the shares require a majority vote of at least 90% of the share
capital represented at the general meeting in question as well as the majority required for amendments to the
Company’s Articles of Association. Certain types of changes in the rights of shareholders require the consent of
all shareholders affected thereby as well as the majority required for amendments to the Company’s Articles of
Association. The Articles of Association of the Company do not contain conditions that are more significant
than required by the Norwegian Public Limited Liability Companies Act, including with regard to (i) what
action is necessary to change the rights of holders of the Shares, and (ii) changes in capital.
In general, in order to be entitled to vote, a shareholder must be registered as the beneficial owner of Shares in
the share register kept by the VPS. Beneficial owners of Shares that are registered in the name of a nominee are
generally not entitled to vote under Norwegian law, nor are any persons who are designated in the register as
holding such Shares as nominees.
Readers should note that there are varying opinions as to the interpretation of Norwegian law in respect of the
right to vote nominee-registered shares. For example, Oslo Børs has in a statement on 21 November 2003 held
that in its opinion “nominee-shareholders” may vote in general meetings if they prove their actual shareholding
prior to the general meeting.
Under the Public Limited Companies Act shareholders will have preferential rights to subscribe for new
securities issued by the Company, unless such rights are waived with 2/3 majority.
A shareholder will have right to a share in the profits of the Company that are distributed as dividend, as well as
any surplus following liquidation of the Company.
The shares are not subject to redemption rights with the exemption provided for below under “Compulsory
Acquisition”. There are no conversion provisions applicable to the Shares.
Mandatory offer requirement
The current mandatory offer regulations are included in chapter 6 of the Securities Trading Act, which came
into force on 1 January 2008. The mandatory offer regulations are in compliance with EU’s Take-OverDirective (Directive 2004/25/EF).
Chapter 6 of the Norwegian Securities Trading Act requires any person, entity or Brazil Group acting in concert
that acquires more than 1/3 of the voting rights of a Norwegian company listed on a Norwegian regulated
market to make an unconditional general offer for the purchase of the remaining shares in the company. A
mandatory offer obligation may also be triggered where a party acquires the right to become owner of shares
which together with the party’s shareholding represent more than 1/3 of the voting rights in the company and
Oslo Børs decides that this must be regarded as an effective acquisition of the shares in question.
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The offer is subject to approval by Oslo Børs before submission of the offer to the shareholders. The offer price
per share must be at least as high as the highest price paid or agreed by the offeror in the six-month period prior
to the date the 1/3 threshold was exceeded, but equal to the market price if the market price was higher when the
1/3 threshold was exceeded. In the event that the acquirer thereafter, but prior to the expiration of the bid period
acquires, or agrees to acquire, additional shares at a higher price, the acquirer is obliged to restate its bid at that
higher price. A mandatory offer must be in cash or contain a cash alternative at least equivalent to any other
consideration offered. A shareholder who fails to make the required offer must within four weeks dispose of
sufficient shares so that the obligation ceases to apply (i.e. to reduce the ownership to a level below 1/3).
Otherwise, Oslo Børs may cause the shares exceeding the 1/3 limit to be sold by public auction. Until the
mandatory bid is given or the shares exceeding the 1/3 threshold are sold, the shareholder may not vote for
shares exceeding the 1/3 threshold, unless a majority of the remaining shareholders approve. The shareholder
can, however, exercise the right to dividends and preferential rights in the event of a share capital increase. Oslo
Børs may impose a daily fine upon a shareholder who fails to make the required offer or sell down below 1/3.
A shareholder or consolidated group that owns shares representing more than 1/3 of the votes in a Norwegian
company listed on a Norwegian regulated market, and that has not made an offer for the purchase of the
remaining shares in the Company in accordance with the provisions concerning mandatory offers (e.g., due to
available exemptions), is, in general, obliged to make a mandatory offer in the case of each subsequent
acquisition that increases his proportion of the voting rights. There are, however, exceptions to this rule.
Furthermore, the rule does not apply for a shareholder or a consolidated group that, upon admission of the
company to listing on a regulated market, owns shares representing more than 1/3 of the voting rights in the
Company. However, if such shareholder or consolidated group acquires shares representing more than 40% or
50% of the voting rights in the Company, a mandatory offer obligation is, in general, triggered.
The obligation to make a mandatory offer will be repeated at acquisition of shares representing 40% or more
and 50% or more of the voting rights in the Company.
The Company has not received any takeover bids or bids to acquire controlling interest during the last 12
months.
Compulsory Acquisition
In accordance with Section 4-25 of the Norwegian Public Limited Liability Companies Act (cf. Section 6-22 of
the Norwegian Securities Trading Act), a shareholder who, directly or via subsidiaries, acquires shares
representing more than 90% of the total number of issued shares in a Norwegian public limited liability
company, as well as more than 90% of the total voting rights attached to such shares, has a right (and each
remaining minority shareholder of the company have a right to require such majority shareholder) to effect
compulsory acquisition for cash of the shares not already owned by the majority shareholder. Such compulsory
acquisition would imply that the majority shareholder has become owner of the thus acquired shares with
immediate effect. If a majority shareholder holding 90% of the shares and votes has not completed a mandatory
offer, he/she/it will have to do so simultaneously with the compulsory acquisition under the current legislation.
Upon effecting the compulsory acquisition, the majority shareholder shall offer the minority shareholders a
specific price per share, the determination of which will be at the discretion of the majority shareholder.
However, pursuant to Section 6-22 of the Norwegian Securities Trading Act, in the event such compulsory
acquisition is commenced within three months after expiry of a mandatory offer period as described in Section
“Mandatory offer requirement” and there are no particulate reasons that call for another price to be set, the price
offered by the majority shareholder shall be equal to the mandatory offer price. Should any minority shareholder
not accept the offered price, such minority shareholder may, within a fixed two months’ deadline, request that
the price be set by the Norwegian courts. Minority shareholders who have not submitted such request, or other
objection to the price being offered, will be deemed to have accepted the price offered by the majority
shareholder upon expiration of the two months’ period. The cost of such court procedure would, as a general
rule, be on the account of the majority shareholder, and the courts would have full discretion in respect of the
valuation of the shares as per the effectuation of the compulsory acquisition.
Disclosure Obligations
Pursuant to the Norwegian Securities Trading Act, a person, entity or group acting in concert that acquires
shares, options for shares or other rights to shares resulting in its beneficial ownership, directly or indirectly, in
the aggregate meeting or exceeding the respective thresholds of 5%, 10%, 15%, 20%, 25%, 1/3, 50%, 2/3 and
90% of the share capital and/or the voting rights in the Company has an obligation under Norwegian law to
notify Oslo Børs and the Company immediately. The same applies to disposals of shares (but not options or
other rights to shares) resulting in a beneficial ownership, directly or indirectly, in the aggregate meeting or
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falling below said thresholds. A change in ownership level due to other circumstances may also trigger the
notification obligations when said thresholds are passed, e.g. changes in the Company’s share capital.
Insolvency/Liquidation
According to the Norwegian Public Limited Liability Companies Act, the Company may be liquidated by a
resolution in a general meeting of the Company passed by a two-thirds majority of the aggregate votes cast as
well as two thirds of the aggregate share capital represented at such meeting. The Shares rank pari passu in the
event of a return on capital by the Company upon a liquidation or otherwise.
In the event a resolution to liquidate the Company has been made, the Company’s assets shall be transformed to
cash in order to cover the Company’s contractual obligations and for distribution to the shareholders as long as
the shareholders have not accepted to receive the dividends in kind.
13.5

SHAREHOLDER AND DIVIDEND POLICY

Shareholder policy
The Company has one class of shares representing one vote at the Annual General Meeting. The Articles of
Association contains no restriction regarding the right to vote.
Any acquisition of own shares will be at market price, and the Company will not deviate from the principle of
equal treatment of all shareholders.
Dividend policy
The Company’s objectives are to create lasting values and provide competitive returns to its shareholders
through profitability and growth.
Long-term returns to shareholders should reflect the value created in the Company in the form of increased
share price as well as dividends.
Dividends should arise in line with the growth in the Company’s results while at the same time recognizing the
need for financial preparedness for cyclical market movements, as well as opportunities for adding value
through new profitable investments.
Over time, value added will be reflected to a greater extent by an increased share price, rather than through
dividend distributions.
The Company paid no dividend for the years 2008, 2007 and 2006.
13.6

SHAREHOLDER AGREEMENTS

The Company is not aware of any shareholder agreements among its investors.
13.7

CORPORATE GOVERNANCE

The principle behind good corporate governance is to establish and maintain a strong, sustainable and
competitive company in the best interest of the shareholders, employees, business associates, third parties and
society at large.
The Board acknowledges the Norwegian Code of Practice for Corporate Governance of 21 October 2009, and
the principle of comply or explain. The Board will implement the Code and will use its guidelines as the basis
for the Board’s governance duties. As of the date of this Prospectus, the Company is in compliance with the
Norwegian Code of Practice for Corporate Governance of 21 October 2009.
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14.

TAXATION

Set out below is a summary of certain Norwegian tax matters related to investments in the Company. The
summary is based on Norwegian laws, rules and regulations applicable as of the date of this Prospectus, which
may be subject to any changes in law occurring after such date. Such changes could possibly be made on a
retroactive basis. The summary does not address foreign tax laws.
The summary is of a general nature and does not purport to be a comprehensive description of all the
Norwegian tax considerations that may be relevant for a decision to acquire, own or dispose of Shares.
Shareholders who wish to clarify their own tax situation should consult with and rely upon their own tax
advisers. Shareholders resident in jurisdictions other than Norway and shareholders who ceases to be resident
in Norway for tax purposes (due to domestic tax law or tax treaty) should consult with and rely upon their own
tax advisers with respect to the tax position in their country of residence and the tax consequences related to
ceasing to be resident in Norway for tax purposes.
Please note that for the purpose of the summary below, a reference to a Norwegian or foreign shareholder
refers to the tax residency rather than the nationality of the shareholder.
14.1

NORWEGIAN SHAREHOLDERS

Taxation of dividends
Norwegian Personal Shareholders
Dividends received by shareholders who are individuals resident in Norway for tax purposes (“Norwegian
Personal Shareholders”) are taxable as ordinary income for such shareholders at a flat rate of 28% to the extent
the dividend exceeds a tax-free allowance.
The allowance is calculated on a share-by-share basis. The allowance for each share is equal to the cost price of
the share multiplied by a determined risk free interest rate based on the effective rate after tax of interest on
treasury bills (Norwegian: “statskasseveksler”) with three months maturity. The allowance is calculated for each
calendar year, and is allocated solely to Norwegian Personal Shareholders holding shares at the expiration of the
relevant calendar year. Norwegian Personal Shareholders who transfer shares will thus not be entitled to deduct
any calculated allowance related to the year of transfer. Any part of the calculated allowance one year exceeding
the dividend distributed on the share (“excess allowance”) may be carried forward and set off against future
dividends received on, or gains upon realisation, of the same share. Any excess allowance will also be included
in the basis for calculating the allowance on the same share the following years.
Norwegian Corporate Shareholders
Dividends received by shareholders who are limited liability companies (and certain similar entities) resident in
Norway for tax purposes (“Norwegian Corporate Shareholders”) are included in the calculation of the
shareholders’ net income from shares qualifying for the participation exemption, including dividends received
from the Company. Only 3% of net income from shares qualifying for the participation exemption shall be
included in the calculation of ordinary income. Ordinary income is subject to tax at a flat rate of 28 %, implying
that net income from shares is effectively taxed at a rate of 0.84%.
Capital Gains Tax
Norwegian Personal Shareholders
Sale, redemption or other disposal of shares is considered a realisation for Norwegian tax purposes. A capital
gain or loss generated by a Norwegian Personal Shareholder through a realisation of shares is taxable or tax
deductible in Norway. Such capital gain or loss is included in or deducted from the shareholder’s ordinary
income in the year of disposal. Ordinary income is taxable at a flat rate of 28%. The gain is subject to tax and
the loss is tax-deductible irrespective of the duration of the ownership and the number of shares disposed of.
The taxable gain/deductible loss is calculated per share, as the difference between the consideration for the share
and the Norwegian Personal Shareholder’s cost price of the share, including any costs incurred in relation to the
acquisition or realisation of the share. From this capital gain, Norwegian Personal Shareholders are entitled to
deduct a calculated allowance, provided that such allowance has not already been used to reduce taxable
dividend income. See “Norwegian Personal Shareholders” under “Taxation of Dividends” above for a
description of the calculation of the allowance. The allowance may only be deducted in order to reduce a taxable
gain, and cannot increase or produce a deductible loss, i.e. any unused allowance exceeding the capital gain
upon the realisation of a share will be annulled.
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If the Norwegian Personal Shareholder owns shares acquired at different points in time, the shares that were
acquired first will be regarded as the first to be disposed of, on a first-in first-out basis.
Norwegian Corporate Shareholders
Sale, redemption or other disposal of shares is considered a realisation for Norwegian tax purposes. Capital
gains derived from the realisation of shares qualifying for the participation exemption method are included in
the calculation of net income from such shares. Losses incurred upon realisation of such shares may be deducted
in order to reduce net taxable income from shares in the same fiscal year. Only 3% of net income from shares
qualifying for the participation exemption method shall be taxed as ordinary income at a flat rate of 28%,
implying that net income from shares is effectively taxed at a rate of 0.84%. Negative net income from shares
does not reduce ordinary income.
Taxation of Subscription Rights
Norwegian Personal Shareholders
A Norwegian Personal Shareholder’s subscription for shares pursuant to a subscription right is not subject to
taxation in Norway. Costs related to the subscription for shares will be added to the cost price of the shares.
Sale and other transfer of subscription rights is considered a realisation for Norwegian tax purposes. For
Norwegian Personal Shareholders, a capital gain or loss generated by a realisation of subscription rights is
taxable or tax deductible in Norway. Such capital gain or loss is included in or deducted from the shareholder’s
ordinary income in the year of disposal. Ordinary income is taxable at a rate of 28%.
Norwegian Corporate Shareholders
A Norwegian Corporate Shareholder’s subscription for shares pursuant to a subscription right is not subject to
taxation in Norway. Costs related to the subscription for shares will be added to the cost price of the shares.
Sale and other transfer of subscription rights is considered a realisation for Norwegian tax purposes. Capital
gains derived from the realisation of subscription rights to shares in limited liability companies resident in
Norway for tax purposes are included in the calculation of net income from shares qualifying for the
participation exemption method, see “Norwegian Corporate Shareholders” under Section 12.1.2 above. .Losses
incurred upon realisation of such subscription rights may be deducted in order to reduce net taxable income
from shares in the same fiscal year. Only 3% of net income from shares qualifying for the participation
exemption method is included in the calculation of ordinary income for Norwegian Corporate Shareholders
which is taxed at a flat rate of 28%, implying that such net income are effectively taxed at a rate of 0.84%.
Negative net income from Subscription Rights does not reduce ordinary income.
Net Wealth Tax
The value of shares is included in the basis for the computation of wealth tax imposed on Norwegian Personal
Shareholders. Currently, the marginal wealth tax rate is 1.1% of the value assessed. The value for assessment
purposes for shares listed on the Oslo Stock Exchange is the listed value as of 1 January in the year of
assessment.
Norwegian Corporate Shareholders are not subject to wealth tax.
14.2

FOREIGN SHAREHOLDERS

Taxation of dividends
Foreign Personal Shareholders
Dividends distributed to shareholders who are individuals not resident in Norway for tax purposes (“Foreign
Personal Shareholders”), are as a general rule subject to withholding tax at a rate of 25%. The withholding tax
rate of 25% is normally reduced through tax treaties between Norway and the country in which the shareholder
is resident. The withholding obligation lies with the company distributing the dividends.
Foreign Personal Shareholders resident within the EEA for tax purposes may apply individually to Norwegian
tax authorities for a refund of an amount corresponding to the calculated tax-free allowance on each individual
share (see above).
If a Foreign Personal Shareholder is carrying on business activities in Norway and the shares are effectively
connected with such activities, the shareholder will be subject to the same taxation of dividends as a Norwegian
Personal Shareholder, as described above.
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Foreign Personal Shareholders who have suffered a higher withholding tax than set out in an applicable tax
treaty may apply to the Norwegian tax authorities for a refund of the excess withholding tax deducted.
Foreign Corporate Shareholders
Dividends distributed to shareholders who are limited liability companies not resident in Norway for tax
purposes (“Foreign Corporate Shareholders”), are as a general rule subject to withholding tax at a rate of
25%. The withholding tax rate of 25% is normally reduced through tax treaties between Norway and the country
in which the shareholder is resident.
Dividends distributed to Foreign Corporate Shareholders resident within the EEA for tax purposes are exempt
from Norwegian withholding tax provided that the shareholder is the beneficial owner of the shares and that the
shareholder is genuinely established and performs genuine economic business activities within the relevant EEA
jurisdiction.
Foreign Corporate Shareholders who have suffered a higher withholding tax than set out in an applicable tax
treaty may apply to the Norwegian tax authorities for a refund of the excess withholding tax deducted.
Nominee registered shares will be subject to withholding tax at a rate of 25% unless the nominee has obtained
approval from the Norwegian Tax Directorate for the dividend to be subject to a lower withholding tax rate. To
obtain such approval the nominee is required to file a summary to the tax authorities including all beneficial
owners that are subject to withholding tax at a reduced rate.
The withholding obligation in respect of dividends distributed to Foreign Corporate Shareholders and on
nominee registered shares lies with the company distributing the dividends.
Capital Gains Tax
Foreign Personal Shareholders
Gains from the sale or other disposal of shares by a Foreign Personal Shareholder will not be subject to taxation
in Norway unless the Foreign Personal Shareholder holds the shares in connection with business activities
carried out or managed from Norway.
Foreign Corporate Shareholders
Capital gains derived by the sale or other realisation of shares by Foreign Corporate Shareholders are not subject
to taxation in Norway.
Taxation of Subscription Rights
Foreign Personal Shareholders
A Foreign Personal Shareholder’s subscription for shares pursuant to a subscription right is not subject to
taxation in Norway.
Gains from the sale or other transfer of subscription rights by a Foreign Personal Shareholder will not be subject
to taxation in Norway unless the Foreign Personal Shareholder holds the subscription rights in connection with
business activities carried out or managed from Norway.
Foreign Corporate Shareholders
A Foreign Corporate Shareholder’s subscription for shares pursuant to a subscription right is not subject to
taxation in Norway
Capital gains derived by the sale or other transfer of subscription rights by Foreign Corporate Shareholders are
not subject to taxation in Norway.
Net Wealth Tax
Shareholders not resident in Norway for tax purposes are not subject to Norwegian net wealth tax. Foreign
Personal Shareholders can however be taxable if the shareholding is effectively connected to the conduct of
trade or business carried out in Norway.
14.3

INHERITANCE TAX

When shares are transferred by way of inheritance or gift, such transfer may give rise to inheritance or gift tax in
Norway if the decedent, at the time of death, or the donor, at the time of the gift, is a resident or citizen of

69

Norway, for inheritance tax purposes, or if the shares are effectively connected with a business carried out
through a permanent establishment in Norway. However, in the case of inheritance tax, if the decedent was a
citizen but not a resident of Norway, Norwegian inheritance tax will not be levied if inheritance tax or a similar
tax is levied by the decedent’s country of residence.
Inheritance tax will be applicable to gifts if the donor is a citizen of Norway at the time the gift was given.
However, for taxes paid in the donor’s country of residence a credit will be given in the Norwegian gift taxes.
The basis for the computation of inheritance tax is the market value at the time the transfer takes place. The rate
is progressive from 0% to 15%. For inheritance and gifts from parents to children, the maximum rate is 10%.
14.4

DUTIES ON TRANSFER OF SHARES

No stamp or similar duties are currently imposed in Norway on the transfer or issuance of shares in Norwegian
companies.
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15.
15.1

LEGAL MATTERS
LEGAL AND ARBITRATION PROCEEDINGS

The Brazil Group will from time to time be involved in disputes in the ordinary course of its business activities.
Below is a description of the claims which are of a certain extent. A vast majority of the claims are covered by
insurance. In the event the final outcome of the disputes should be that the Brazil Group must pay all claims, the
Brazil Group’s financial position or profitability would thus be scarcely affected.
Other than the existing and possible claims and proceedings listed below, the Brazil Group is not aware of any
governmental, legal or arbitration proceedings (including any such proceedings which are pending or
threatened), which may have, or have had during the last twelve months, significant effects on the Brazil
Group’s financial position or profitability.
The Brazil Group are currently involved in the following legal disputes:
-

NEdB, is a party in a lawsuit filed by the Municipality of Cairu-Bahia, against ANP – Brazilian
Petroleum Agency, Petrobras, Queiroz Galvão Oleo & Gas and Brasoil Manati Exploração Petrolífera,
June, 2008. The Municipality of Cairu is demanding that the concession agreement is declared invalid
and that the royalty is increased from the current rate of 7.5% to 10%. In addition the municipality
claims that the difference of 2.5% is paid with retroactive effect from the startup date. Brazil Holding
legal advisors in the process evaluate the risk of financial liabilities associated with this lawsuit as
remote. No accrual has been made related to this issue.

-

The Association of Petrobras Engineers (“AEPET”) filed a lawsuit against The Brazilian Petroleum
Agency (ANP) and all companies that bid on concessions in the ANP 3rd Round. The purpose of this
lawsuit was to annul the 3rd Bid Round as well as all the concession contracts signed as a result of this
bid round. Since Rio das Contas acquired the concessions in BM-CAL 5 & 6
that was granted to
Petroserv in this bid round, the Brazil Group was summoned to reply to the lawsuit. The Brazil Group
evaluates the risk related to this lawsuit to be remote as the arguments used to annul the 3rd
Bid
Round and signed concession contracts are inconsistent, and are against previous jurisprudences of the
Court of the State of Rio de Janeiro. No accrual has been made related to this lawsuit.

-

Rio das Contas is a party in two lawsuits filed by the Fishermen Association in the Manati Project
region demanding indemnification for environmental damages as a result of alleged nonimplementation of the compensatory measures established on the Environmental studies and reports
part of the Environmental Licensing Process. There was a subsidiary request for an injunction to
suspend the activities of implementation of the platform, pipeline and all infrastructure related to the
project, which was not granted by the Court. The Brazil Group evaluates the risk associated with this
law suit as remote since the basic argument is that the implementation of the Manati project has caused
environmental damages, but throughout the petition there was no indication of a concrete damage. The
issuance of the IBAMA Operation License further strengthens the Brazil Group's case.
No accrual has been made related to these lawsuits.

-

Coplex Petróleo do Brasil Ltda, is under an administrative proceeding with the tax authorities regarding
PIS (Social Integration Program) and COFINS (Social Securitieson
Revenues) levied on financial
revenues, which on December 31, 2008, totalled approximately USD 1 million. On a first jurisdiction
the decision was favorable to Coplex, however a second level judgment is ongoing in order to receive a
final decision. Based on the opinion of the Brazil Group's legal advisors, the risk of loss is considered
remote. Accordingly, no accrual has been made in the financial statement related to this administrative
proceeding.

-

Coplex Petróleo do Brasil Ltda is under a legal suit (tax collection) filled in May 2009 which origin
was two administrative proceedings with the tax authorities regarding the payment of PIS (Social
Integration Program) and COFINS (Social Securities on Revenues), totalled approximately R$
1.411.964,37. The taxes under discussion have already been paid. Proof of the payments is done and a
response from tax authorities is waited.
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15.2

MATERIAL CONTRACTS

The Brazil Group has not entered into any material contracts outside the ordinary course of business, with the
exemption for the Merger Plan relating to the Pan Merger that is still not settled. For further information on the
Pan Merger reference is made to Section 10.2.
15.3

RELATED PARTY TRANSACTIONS

The Company is party to the Merger Plan for the still uncompleted Pan Merger as described above.
Norse Energy has completed transactions with related parties in the period from 2007 and up until the date of
this Prospectus, of which the transactions stated below relate to the business acquired by the Company in the
Norse Energy demerger. The agreements pertaining to this transactions are all entered into on market terms and
in accordance with provisions in the Norwegian Public Limited Companies Act.
2009: The sale of 30% of the shares in NEdB to Sector at a purchase price of USD 30,000,000. The purchase
price was settled in accordance with the agreement and accordingly there are no amounts outstanding with
respect to the transaction.

72

16.
16.1

ADDITIONAL INFORMATION
DOCUMENTS ON DISPLAY

For the life of this Prospectus the following documents (or copies thereof), where applicable, may be inspected
at the offices of the Company:
x
x
x
x
x
x
x
16.2

The Memorandum and Articles of Association of the Company
All reports, letters, and other documents, historical financial information, valuations, and statements
prepared by any expert at the Company’s request any part of which is included or referred to in the
Prospectus;
The audited financial accounts of the Company for 2009
Historical financial information for the Company's subsidiaries for 2008 and 2009, see Section 6.3 for
further description
Information Memorandum dated 27 January 2010
Information Memorandum dated 23 April 2010
This Prospectus
STATEMENT REGARDING EXPERT OPINIONS

The Company confirms that when information in this Prospectus has been sourced from a third party it has been
accurately reproduced and as far as the Company is aware and is able to ascertain from the information
published by that third party, no facts have been omitted which would render the reproduced information
inaccurate or misleading.
The Company has adopted a policy of regional Reserve Reporting using external third party companies to audit
its work and certify reserves and resources according to the guidelines established by the Oslo Stock Exchange
(OSE). Reserve and Contingent Resource estimates comply with the definitions set by the Petroleum Resources
Management System (PRMS-2007) sponsored by Society of Petroleum Engineers/World Petroleum Council/
American Association of Petroleum Geologists/ Society of Petroleum Evaluation Engineers
(SPE/WPC/AAPG/SPEE) as issued in March 2007.
The Company’s reserves have been verified by its certification agent; Gaffney, Cline & Associates (GCA), Four
Oaks Place, 1360 Post Oak Boulevard, Suite 2500, Houston, Texas 77056. Gaffney, Cline & Associates has no
material interest in the Company.
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17.

GLOSSARY

AEPET

The Association of Petrobras Engineers

BCA

The Business Combination Agreement dated 27 January 2010

Board of Directors or Board: ............

The Board of Directors of Panoro Energy ASA

Brazil Group

Panoro Energy ASA and its subsidiaries

BRL

Brazilian Real

CEO: .................................................

Chief Executive Officer.

CFO: .................................................

Chief Financial Officer.

CET: .................................................

Central European Time.

Company: .........................................

Panoro Energy ASA

Corporate Governance Code .............

The Norwegian Code of Practice for Corporate Governance of 21 October 2009

Coplex................................................

Norse Energy do Brasil S.A, Coplex Petroleo do Brazil Ltda.

EIA.....................................................

Energy Information Agency

EUR: .................................................

The currency introduced at the start of the third stage of the Economic and
Monetary Union to the Treaty establishing the European Economic Community, as
amended by the Treaty on the European Union.

First Trance Private Placement

The part of the Private Placement that was completed on 7 June 2010, amounting
to NOK 192.5 million (gross proceeds).

Foreign Corporate Shareholders .......

Shareholders who are limited liability companies not resident in Norway for tax
purposes

Foreign Personal Shareholders .........

Shareholders who are individuals not resident in Norway for tax purposes

Brazil
Group.................................................

The Company and its subsidiaries

Henry Hub.........................................

US quoted gas price at a point on the natural gas pipeline system in Erath,
Louisiana traded on NYMEX

IEA: ..................................................

International Energy Agency

IFRS: ................................................

International Financing Reporting Standards, issued by the International Financial
Reporting Interpretations Committee (IFRIC) (formerly, the “Standing
Interpretations Committee” (SIC)).

Interest Cover Ratio: ........................

The interest coverage ratio is calculated by dividing a company's earnings before
interest and taxes (EBIT) of one period by the company's interest expenses of the
same period

ISIN: .................................................

International Securities Identification Number.

KBOE/day: ......................................

Thousand Barrels of Oil Equivalents per day

Manager: ..........................................

Pareto Securities AS

Merger Plan.......................................

The merger plan between Pan Holding and the Company dated 26 March 2010
Norwegian Kroner, the lawful currency of the Kingdom of Norway.

Merged Group

The combined Brazil Group and Pan Group

NOK: ................................................
Norse Energy: ...................................

Norse Energy Corp. ASA, or when the context so requires, including its
subsidiaries.

Norwegian Corporate Shareholders ..

Shareholders who are limited liability companies (and certain similar entities)
resident in Norway for tax purposes

Norwegian Personal Shareholders ....

Shareholders who are individuals resident in Norway for tax purposes

Norwegian Public Limited Liability
Companies Act: ................................

The Norwegian Public Limited Liability Companies Act of 13 June 1997 no. 45
(“Allmennaksjeloven”).

Norwegian Securities Trading Act:...

The Securities Trading Act of 29 June 2007 no. 75 (“Verdipapirhandelloven”).

NYMEX.............................................

New York Mercantile Exchange

OPEC.................................................

Organization of Petroleum Exporting Countries
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Oslo Børs: .........................................

Oslo Børs ASA (translated “the Oslo Stock Exchange”).

Pan Cyprus

Pan-Petroleum Holding Cyprus Limited

Pan Group.........................................

Pan Holding with subsidiaries.

Pan Holding.......................................

Pan-Petroleum Holding AS

PIS......................................................

Social Integration Program

Private Placement..............................

NOK 380 million (USD 65 million private placement at prevailing rate of 5,85) in
Panoro Energy ASA subscribed in March 2010

Prospectus: .......................................

This Prospectus dated 7 June 2010.

Rio das Contas

Rio das Contas Produtora de Petroleo Ltda.

Sector

Sector Omega ASA

Share(s):............................................

“Shares” means the common shares in the capital of the Company each having a
nominal value of NOK NOK 1,460471768 and “Share” means any one of them.

Tcm: .................................................

Trillion cubic meters

USD: .................................................

United States Dollar, the lawful currency of the United States of America.

VPS account: ....................................

An account with VPS for the registration of holdings of securities.

VPS:..................................................

Verdipapirsentralen (Norwegian Central Securities Depository), which organizes a
paperless securities registration system.

WTI: .................................................

West Texas Intermediate oil price is a benchmark in oil pricing and the underlying
commodity of NYMEX’ oil futures contracts.
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APPENDIX 1: ARTICLES OF ASSOCIATION OF PANORO ENERGY ASA

A1

Vedtekter
for
Panoro Energy ASA

§1 Selskapets foretaksnavn
Selskapets navn skal være Panoro Energy ASA. Selskapet er et allmennaksjeselskap.

§2 Selskapets virksomhet
Selskapets virksomhet skal bestå i leting etter og produksjon, transport og markedsføring av olje
og naturgass og leting og/eller utvikling av andre energiformer, salg av energi samt enhver annen
virksomhet som står i forbindelse med dette. Virksomheten skal kunne omfatte deltakelse i annen
tilsvarende virksomhet gjennom egenkapitalinnskudd, lån og/eller garantistillelse.

§3 Forretningskommune
Selskapets forretningskontor er i Oslo kommune.

§4 Aksjekapital og aksjer
Selskapets aksjekapital er NOK 90 692 854,88 fordelt på 62 098 328 aksjer, hver pålydende NOK
1,460471768. Aksjene er registrert i Verdipapirsentralen.

§5 Styret
Selskapets styre består av 3 – 8 medlemmer.

§ 6 Signatur
Selskapets firma tegnes av styrets formann alene eller av to av de øvrige styremedlemmer i
forening.

§7 Ordinær generalforsamling
Den ordinære generalforsamlingen skal behandle følgende saker:

1.
2.
3.

Fastsettelse av resultatregnskap og balansen, herunder anvendelse av årsoverskudd eller
dekning av årsunderskudd.
Valg av styre og revisor og fastsettelse av styrets og revisors honorar.
Andre saker som etter loven eller vedtektene hører under generalforsamlingen.

Når dokumenter som gjelder saker som skal behandles på generalforsamlingen er gjort
tilgjengelige for aksjeeierne på selskapets internettsider, gjelder ikke allmennaksjelovens krav om
at dokumentene skal sendes til aksjeeierne. Dette gjelder også dokumenter som etter lov skal
inntas i eller vedlegges innkallingen til generalforsamlingen. En aksjeeier kan likevel kreve å få
tilsendt dokumenter som gjelder saker som skal behandles på generalforsamlingen vederlagsfritt.
Påmelding til selskapets generalforsamlinger må være mottatt selskapet senest fem kalenderdager
innen møtet avholdes.

A2

§8 Nominasjonskomité
Selskapet skal ha en nominasjonskomité bestående av 2-3 medlemmer som velges av den
ordinære generalforsamlingen for en periode på to år av gangen. Flertallet av
nominasjonskomiteen
skal
være
uavhengig
av
styret
og
den
daglige
ledelsen.
Nominasjonskomiteen plikter å foreslå aksjonærkandidater til medlemmer av styret, samt å foreslå
remunerasjon til styret. Den ordinære generalforsamlingen kan nærmere bestemme innholdet i
nominasjonskomiteens prosedyrer.

§9 Øvrige bestemmelser
For øvrig gjelder i alle selskapets anliggender allmennaksjelovens bestemmelser.

A3

APPENDIX 2: PANORO ENERGY ASA ANNUAL ACCOUNTS 2009
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A5

A6

A7

A8
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APPENDIX 3: HISTORICAL FINANCIAL INFORMATION WITH COMPILATION
DETAILS (CARVE OUT FIGURES)

A 12

Appendix 3

1

UNAUDITED HISTORICAL FINANCIAL INFORMATION

1.1

Selected financial information for the Group

Summary of significant accounting policies
The selected unaudited historical consolidated financial data for Brazil Group set forth in this document has been
carved out from Norse Energy’s audited group financial statements for the financial years 2009, 2008 and 2007.
These financial statements have been prepared in accordance with IFRS and the accounting principles that are found
in the related Annual Reports for Norse Energy.
The selected unaudited carved out financial data set forth below may not contain all of the information that is
important to a potential investor of shares in the demerged company. As a result, the data should be read in
conjunction with the relevant financial statements and the notes to those statements.
There have been no audit qualifications in connection with the 2007-2009 financial statements for Norse Energy. In
the 2008 audit report Deloitte draws attention to the Board of Directors discussion of the uncertainty concerning
funding that was present at the time of the audit report, without qualifying its report.

Historical financial accounts
The unaudited carved out consolidated financial statements included in this document are derived from the historical
financial statements of Norse Energy and are presented as though the Brazil Group was a separate enterprise, based
upon the structures in place during the periods covered. Accordingly, such information may not reflect what the
results of operations, financial position and cash flows would have been had the Brazil Group been a separate, standalone entity during the periods presented and it may not be indicative of the results of operations, financial position
and cash flows of the Brazil Group in the future.

Basis of preparation
The following tables present data extracted from selected financial information for the Brazil Group as of and for
each of the three years ended 31 December 2009, 2008 and 2007.
The unaudited carved out financial information is based on the segment information from the Norse Energy Annual
Reports. The unaudited carved out financial information consists of the Brazil E&P segment in addition to the
following allocations from the Norwegian parent in accordance with the demerger plan: USD 8 million in cash
(adjusted for internal loans already granted, USD 4 million), the NEC01 bond loan with accrued interest, 40 % of
the NECJ warrant liability, cost accruals and allocated overhead costs.
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Appendix 3

Unaudited Carved out Consolidated Financial Statements

1.1.1

(All figures in USD thousand)
2009

(note reference to 2009 & 2008 Annual Reports)

Notes
Oil and Gas revenue

6&4

2008

2007

The Brazil Group

The Brazil Group

The Brazil Group

Carved out

Carved out

Carved out

34 650

73 551

46 621

Total revenue

34 650

73 551

46 621

Production costs

-4 002

-25 692

-23 221

-14 160

-22 937

-236

-11 473

-15 918

Exploration and dry hole costs
General and administrative expenses

6,7 & 4,5

EBITDA

5 015

9 004

-7 906
15 258

Depreciation

6,10,11 & 4,8,9

-6 809

-11 237

-24 151

Impairment

6,10,11 & 4,8,9

-13 679

-25 911

-26 159

Total operating expenses

-50 123

-101 695

-81 673

EBIT-Operating income/loss

-15 473

-28 144

Interest revenue

3 249

4 660

2 142

Interest expense

-16 425

-16 359

-9 325

24 649

5 828

6 544

Foreign exchange gain/(loss)
Other financial income

283

Net financial items
Net profit/(loss) before tax
Income tax

6,8 & 4,6

Profit /(Loss)after tax
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2 400

11 756

-3 471

-3 717

-31 615

-35 052

-1 294
-1 933
-36 985

-4 283

10 674

9 153

-8 000

-20 941

-27 832

Appendix 3

1.1.2

Unaudited Carved out Consolidated Statements of Financial position
2009

(note reference to 2009 & 2008 Annual Reports)
Notes

Assets

2008

2007

The Brazil Group

The Brazil Group

The Brazil Group

Carved out

Carved out

Carved out

Non-current assets
Licence and exploration assets

10 & 8

Deferred tax asset

8&6

126 300
22 564
2 099

Other non current assets
Field Investment and equipment

10 & 8

Furniture and fixtures

10 & 8

Total non current assets

111 300

99 759
10 105

114 705
0

7 983

13 273

81 640

110 496

2 806

2 276

1 954

265 069

201 763

240 428

Current assets

0

290

Accounts receivable and other short term assets

14 715

15 996

21 815

Cash and cash equivalents

17 105

14 891

10 489

Total current assets

31 820

31 177

35 355

296 889

232 940

275 783

67 568

91 957

Inventory

14 & 12

Total assets

6&4

3 051

Equity and liabilities
Equity

105 015

Long term liabilities
Deferred tax liability

0

Other long term debt Brazil

18

Allocated 40 % of NEC J warrant liability

12 &10

20 928

0
23 416

14 141
22 561

4 518

4 801

8 039

25 446

28 217

44 741

17 & 15

80 887

78 952

74 727

Accounts payable and other current liabilities Brazil 12 & 10

33 977

10 492

15 130

2 703

2 198

3 117

274
48 588

276
45 238

191
45 920

Total long term liabilities
Short term Interest bearing debt Brazil
Allocated accrued interest NEC01
Allocated accrued expenses
Allocated NEC01 bond loan

17 & 15

Total current liabilities

Total liabilities

6 &
4

Total equity and liabilities
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166 428

137 156

139 085

191 874

165 372

183 826

296 889

232 940

275 783
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1.1.3

Unaudited Carve out specifications for 2009

2009
Historical unadjusted
Brazil E&P (NEC 2009 Note
6 operating segments)
Revenues - external

34 650

Total revenue

34 650

Producti on costs
Expl orati on and dry hol e costs
General and admi ni strati ve expenses

Corporate

Notes

Eliminations Notes The Group
34 650

-

-

34 650

-4 002

-4 002

-14 160

-14 160

-7 295

-4 178

EBITDA

9 193

-4 178

Interest revenue

3 249

Interest expense

-17 051

-4 970

32 837

-8 188

-

283

2)

283

-6 779

-30

1)

-6 809

Forei gn exchange gai n/ (l oss)
Other fi nanci al i ncome

Depreci ati on

1)

-11 473
5 015
3 249

2)

5 596 4)

-16 425
24 649

Impai rment

-13 679

-13 679

Income tax

-4 283

-4 283
-

Profit after tax

3 487

-17 083

Total Assets

292 889

61 946

3)

-57 946 4)

296 889

Total liabilitites

193 738

56 082

3)

-57 946 4)

191 874
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5 596

-8 000

Appendix 3
Notes:
1) From 2009 consolidation- included in Annual Report 2009 note 6 Operating segments note, corporate column:
Norway
DD&A

30

Salaries and benefits

1 701

General and administrative

2 477

SGA

4 178

2 ) Financial expense
Interest expense NEC 01

4 970

40 % of NEC J Warrant costs

-283

3) Asset/liabilities from NEC ASA according to demerger plan
4 000

Cash
Intercompany receivable Brazil

57 946
61 946

NEC 01 bond loan Ref Annual report 2009 note 17

48 588

NEC J Warrant allocation (40 % of 11 295)- Annual report note 12

4 518

Accrued interest NEC01

2 703

40 % Accrued expenses

274
56 082

4) elimination of internal loans and interest
IC receivable

57 946
5 596

IC interest
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Specification of total assets 2009:
Licence and exploration assets (note 10)

126 300

Deferred tax asset (note 8)

22 564
2 099

Other non current assets
Field Investment and equipment (note 10)

111 300

Furniture and fixtures (note 10)

2 806

Total non current assets

265 069

Inventory (note 14)

0

Accounts receivable and other short term assets

14 715

Cash and cash equivalents

13 105
27 820

Total current assets
Total Brazil Segment Assets (note 6)

292 889

4 000

Allocated cash according to demerger
The Group, carved out

296 889

Specification of total liabilities 2009:
Interest bearing debt Brazil (note 17)

80 887

Accounts payable and other current liabilities Brazil (note 12)

33 977

Other long term debt Brazil (note 18)

20 928

IC debt to Norway

57 946

Total Brazil segment liabilities 2009 (note 6)

193 738

Eliminated IC debt

-57 946
2 703

Allocated Accrued interest NEC01

274

Allocated 40 % Accrued expenses
Allocated 40 % of NEC J Warrant (note 12)

4 518

Allocated Nec 01 bond loan (from NEC ASA) (note 17)

48 588

The Group, carved out

191 874
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1.1.4

Unaudited Carve out specifications for 2008

2008
Historical unadjusted
Brazil E&P (NEC2008
Annual Report note 4)
Revenues - external

73 551

Total revenue

73 551

Producti on costs

-25 692

Expl orati on and dry hol e costs

-19 092

Corporate

Notes Eliminations Notes

The Group
73 551

-

73 551

-3 845

-22 937

-25 692

General and admi ni strati ve expenses

-9 001

-6 917

EBITDA

19 766

-10 762

Interest revenue

4 162

498

Interest expense

-15 804

-4 693

Forei gn exchange gai n/ (l oss)

-16 460

22 288

-

2 400

Depreci ati on

-11 213

-24

Impai rment

-25 911

-25 911

Income tax

10 674

10 674

Other fi nanci al i ncome

1)

-15 918
0

9 004
4 660

2)

4 138 4)

-16 359
5 828
2 400

1)

-11 237

Profit after tax

-34 786

9 707

Total Assets

228 940

106 552

Total liabilitites

215 412

52 512
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4 138

-20 941

3)

-102 552 5)

232 940

3)

-102 552

165 372

Appendix 3
Notes:
1) GA expense Corporate from 2008 consolidation- (included in segment note corporate column):
Norway
DD&A

-24

Salaries and benefits

-2 085

General and administrative

-4 832

GA

-6 917

2 ) Financial expense
Interest expense Nec 01

-4 693

40 % of NEC J Warrant costs

-3 238

3) Assets/liabilities from NEC ASA according to demerger plan
4 000

Cash
Intercompany receivables NEC ASA- NEC Brazil

102 552
106 552

NEC 01 bond loan Ref Annual report 2008 note 15

45 238

NEC J Warrants (40% of 12 002)

4 801

Accrued interest NEC01

2 198

40% of accrued expenses

276
52 512

4) Elimination of internal loans and interest
102 552

IC receivable

4 138

IC interest
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Appendix 3
Specification of total assets 2008:
Licence and exploration assets (note 8)

99 759

Deferred tax asset (note 6)

10 105
7 983

Other non current assets
Field Investment and equipment (note 8)

81 640
2 276

Furniture and fixtures note 8)
Total non current assets

201 763

Inventory (note 12)

290

Accounts receivable and other short term assets

15 996

Cash and cash equivalents

10 891

Total current assets

27 177

Total Brazil segment assets (note 4)

228 940

Allocated
cash
according
demerger
The Group, carved out

232 940

4 000

to

Specification of total liabilities 2008:
Interest bearing debt Brazil (note 15)

78 952

Accounts payable Brazil

10 492

IC debt to Norway

102 552

Total Brazil segment liabilities 2008 (note 4)

215 412
-102 552

Eliminated IC debt

2 198

Accrued interest NEC01
40% of accrued expenses

276

Allocated 40 % of NEC J Warrant ( note 10)

4 801
45 238

Allocated Nec 01 bond loan (note 15)
The Group, carved out

165 372
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Appendix 3

1.1.5

Unaudited Carve out specifications for 2007

(Amounts in USD 1 000)

Brazil E&P
(NEC2008
Annual Report
note 4)

Corporate

Notes

Eliminations Notes The Group
-

Revenues - external

46 621

46 621

Total revenue

46 621

46 621

Producti on costs

-23 221

-23 221

Expl orati on and dry hol e costs

-236

-236

General and admi ni strati ve expenses

-5 135

-2 771

EBITDA

18 029

-2 771

1)

-7 906
-

Interest revenue

2 142

Interest expense

-6 326

Foreign exchange gain/(loss)

6 544

Other financial income
Depreciation

-24 138

Impairment

-26 159

Share of profit of an associate and/or joint ventures
Income tax

15 258

2 142
-5 877

2)

2 878 4)

-9 325

-1 294

5)

-1 294

-13

1)

-24 151

6 544

-26 159

-

-

9 153

9 153
-

Profit after tax from continuingoperations

-20 755

-9 955

Total Assets

271 783

84 491

3)

-80 491 4)

275 783

Total Liabilitites

207 050

57 267

3)

-80 491 4)

183 826

10 | P a g e
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2 878

-27 832

Appendix 3
Notes:
1) From 2007 consolidation- included in segment note corporate column:
Norway
DD&A

-13
-1 195

Salaries and benefits
General and administrative

-1 576

SGA

-2 771

2 )Interest expense Nec 01

5 877

Included in corporate column in segment note (4)
3) Assets/Liabilities from NEC ASA according to demerger plan
Cash

4 000

Intercompany receivables NEC ASA- NEC Brasil

80 491
84 491

Nec 01 Unsecured bond loan (MNOK 300)

54 689

Currency swap (fair value through P&L)

-8 769

NECJ Warrant allocation(40 % of 20 098)

8 039

Accrued interest NEC 01

3 117

40% of accrued expenses

191
57 267

4) elimination of internal loans and interest
80 491

IC receivable

2 878

IC interest
5) NEC J Warrant 40 % allocated to Brazil (3 235* 40%)

11 | P a g e
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-1 294

Appendix 3
Specification of total assets 2007:
(reference to 2007 figures in notes to the 2008 Annual report)
114 705

Licence and exploration assets (note 8)
Deferred tax asset (note 6)

0
13 273

Other non current assets
Field Investment and equipment (note 8)

110 496
1 954

Furniture and fixtures (note 8)
Total non current assets

240 428

Inventory (note 12)

3 051

Accounts receivable and other short term assets

21 815

Cash and cash equivalents

6 489
31 355

Total current assets
Total Brazil Segment Assets (note 4 2008 Annual Report)
Allocated cash according to demerger

271 783
4 000

The Group, carved out

275 783

Specification of total liabilities: 2007
Interest bearing debt Brazil (note 15 2008, note 17 2007)

74 727

Accounts payable Brazil (notes 6, 10)

15 130

Deferred tax liability (note 6)

14 141

Other long term debt Brazil

22 561
80 491

IC debt to Norway
Total segment liabilities (note 4 2008 Annual Report)

207 050

Eliminated IC debt

-80 491
3 117

Accrued interest NEC01
40% of accrued expenses

191

Allocated 40 % of NEC J Warrant (from NEC ASA)

8 039
45 920

Allocated Nec 01 bond loan (note 17 2007)

183 826

The Group, carved out

12 | P a g e
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Camamu-Almada Basin – Offshore
UÊ £äÊ¯ÊÌiÀiÃÌÊ>>ÌÊ}>ÃÊwi`]Ê««ii]Ê}>ÃÊ«>ÌÊ>`Ê«À`ÕVÌÊ«>ÌvÀ
UÊ £äÊ¯ÊÌiÀiÃÌÊ

{äÊLV

UÊ £n°ÎÊ¯ÊÌiÀiÃÌÊ  ÊxÊLV
UÊ £n°ÎÊ¯ÊÌiÀiÃÌÊ  ÊÈÊLV
UÊ ÓäÊ¯ÊÌiÀiÃÌÊ->À` >Êwi`
Santos Basin – Offshore
UÊ ÎxÊ¯ÊÌiÀiÃÌÊ À>Êwi`
UÊ ÈxÊ¯ÊÌiÀiÃÌÊ ÃÌÀi>`>ÀÊwi`
UÊ xäÊ¯ÊÌiÀiÃÌÊ >Û>Ê>À Êwi`
UÊ xäÊ¯ÊÌiÀiÃÌÊ-£äÎx]Ê-£äÎÈÊ>`Ê-££ääÊLVÃÊ>ÃÊ«iÀ>ÌÀ®
Recôncavo Basin – Onshore part of Camamu Basin
UÊ ÎäÊ¯ÊÌiÀiÃÌÊ /,

ÎäÊLV
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Northern Appalachian Basin – Onshore
UÊ ÎnÈÊ«iÀ>Ìi`Ê}>ÃÊÜiÃ]ÊxÇÊÌÊLiÊÀiÌ>i`Ê>vÌiÀÊi`>Ê>ÃÃiÌÃÊÃ>i
UÊ ÓääÊäääÊ}ÀÃÃÊi>Ãi`Ê>VÀiÃ]Ê£xäÊäääÊÌÊLiÊÀiÌ>i`Ê>vÌiÀÊi`>Ê>ÃÃiÌÃÊÃ>i
UÊ ÈääÊÜiÊV>ÌÃ
UÊ xxäÊiÃÊvÊ}>ÃÊ}>Ì iÀ}Ê>`ÊÌÀ>ÃÃÃÊiÃ]ÊVÕ`}Ê
Ê ÊiÊÎÓäqiÊ«À`ÕViÀÊ}>ÃÊ}>Ì iÀ}ÊÃÞÃÌi
Ê Ê>ÊÓÈiÊ««iiÊi>Ãi`ÊÕÌÊÓäÓäÊÌÊ>ÊÕV«>ÊÕÌÌiÃÊv>VÌÞ
UÊ £nÊ¯ÊÌiÀiÃÌÊÊ E*ÊV«>ÞÊ >Û}ÊiÝ«À>ÌÊÀ} ÌÃÊÛiÀÊ£ääÊäääÊ>VÀiÃÊ>`ÊÃiÛiÀ>Ê Õ`Ài`ÊiÃÊvÊÃiÃVÊ`>Ì>
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P2 reserves
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Norse Energy Corp. ASA, through its subsidiaries, is engaged in oil and natural gas exploration and production with
operations in the US and Brazil. In addition to its E&P assets, Norse Energy owns and operates pipeline systems in the
northern Appalachian Basin of the US for the gathering and transmission of natural gas, and provides energy marketing
services to Appalachian end users and producers. The company is a Norwegian publicly traded company, listed on the
Oslo Stock Exchange (OSE) under the ticker symbol NEC.
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Average production – a new record

2P reserves – a new record
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Contingent resources – a 222 % increase

EBITDA – a record high

Stock price at year end – a 10 % increase

Manati gas wells completed, tied-in, and producing

Offshore operator of three new exploration blocks in Santos Basin



Completion success rate of wells drilled in the US
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Sale price of US Medina ﬁeld assets
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Issued in unsecured bond loans
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2007

2006

Revenues (USD million)

214.7

186.7

EBITDA (USD million)

26.8

15.9

-28.2

0.7

EBIT (USD million)
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2007

2006

2P Reserves (MBOE)

48.12

44.44

Production (BOE/day)

4 082

2 043

4.56

4.13

Stock Price per 12/31(NOK)
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Dear Shareholders:
In my opening remarks during our ﬁrst Annual Meeting in
2005, I asked you to be patient because for the ﬁrst three to
ﬁve years we intend to focus not on our quarterly ﬁnancial
numbers, but rather on building our asset base in, what I
believe, are two of the best areas in the world to do so, Brazil
and the Appalachian Basin of the US.
In the third year of operation since our merger we have,
nonetheless, provided record average production of 4 082
BOE per day, increased our 2P reserves to 48.12 MMBOE and
improved EBITDA 70 % over last year to USD 26.8 million. Our stock price has climbed each of the last three years
from NOK 2.65 per share to NOK 4.56 at the end of 2007,
representing a 10 % increase in 2007 and 72 % increase since
2005. All the while we were assembling an international energy
company.
Our ﬁnancial statements continue to be affected by non-cash
items. This year the impairment of the Coral ﬁeld and our
outstanding warrants are among the most signiﬁcant of those.
What I believe we will remember most from 2007 is the ﬁne
tuning we gave our business model. We are now mostly a
natural gas company, concentrating on the development of our
higher-impact gas assets. In 2008, only a small portion of our
production will come from the assets we began with three years
ago.
UÊ Ê««>>V >]ÊÜiÊÃ}i`Ê>Ê>}ÀiiiÌÊÌÊÃiÊ>ÊÕÀÊÜiÀÊÊ
impact Medina gas wells for USD 67 million, realizing a
good proﬁt for the company, and are now concentrating our
activities on the more attractive gas plays of the basin.
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UÊ Ê À>â]ÊÕÀÊ£äÊ¯ÊÌiÀiÃÌÊÊ>>Ì]Ê À>â½ÃÊ>À}iÃÌÊÊ Ê
associated gas producing ﬁeld, represents about 1 % of all
natural gas consumed in the country. The off take is secured
through a long-term contract with Petrobras.
In total we invested USD 53 million during 2007 in exploration and production activities.
Over 14 years of operations in the Appalachian Basin we have
assembled signiﬁcant resources – a strong land position, geological and engineering expertise, and a team of well-trained,
experienced operating personnel. The sale of the Medina
properties gives us the opportunity to apply these valuable
resources towards the exploratory drilling and development of
higher-impact assets in northern Appalachia. Our US business
plan is ﬁnanced through equity received from the divestiture
combined with local reserve-based lending facilities as we aggressively build reserves.
Appalachia has recaptured the attention of the investment
community with the dramatic production results from the
Marcellus shale, a play very similar to the more famous Barnett
shale in Texas. The potential of the under-explored formations
of Appalachia seems to be huge, and our business plan in 2008
will highlight other formations in addition to the Marcellus.
The majority of our drilling is scheduled to be horizontal in
the fractured Herkimer formation below the Marcellus shale.
Also planned are vertical exploration wells to deeper formations such as the Theresa sandstone and Utica shale.
We remain intently focused on our land leasing and seismic
efforts, but are increasingly faced with experienced and re-

sourceful competition. This has resulted in signiﬁcant increases
in land leasing cost. Our current holdings of approximately
165 000 acres in the areas of interest have a potential sizeable
value to the company.
To further facilitate the successful execution of this new plan,
our pipeline division will also refocus to provide timely infrastructure for our drilling programs which, if successful, will
require substantial production facilities. I am also excited about
our gas marketing division which has created opportunities
}iiÀ>Ìi`ÊvÀÊ E*½ÃÊiÜÊLÕÃiÃÃÊ«>°
In Brazil, our production proﬁle has shifted from oil in the
Coral ﬁeld of the Santos Basin to long-lived gas production
from the Manati ﬁeld in the Camamu-Almada Basin. As the
Coral ﬁeld has reached the end of its commercial life under the
current development plan, the decision was made to write off
the remaining book value which resulted in a signiﬁcant noncash negative effect to our ﬁnancials. On the other hand, the
strategy behind our participation in the Manati ﬁeld proved to
be most successful as all six wells of the drilling program were
put into production during 2007. Manati is solely a natural gas
ﬁeld and is not associated with the production of crude oil. It
is the largest such ﬁeld producing in Brazil today.
Our exploration program in Brazil got under way with the
drilling of the ﬁrst well in the BCAM-40 block, the Gengibre
prospect. The well discovered relatively large volumes of light
oil in three hydrocarbon bearing zones, but despite nice porosity, lacks desired permeability. The well is currently kicked to
try to ﬁnd the primary target zone more productive somewhat higher on the structure. In April 2008, we received the
environmental licenses to drill our BM-CAL 5 and 6 prospects.
This has generated excitement in Brazil because if the results
are successful, the impact to our company will be substantial.

Solbrække, who I am conﬁdent will further both our organizational structure and develop our existing asset base, as well as
to help deﬁne the longer term growth strategy for Brazil.
À>â½ÃÊiVÞÊÃÊÊ>ÊL°Ê/`>ÞÊÌÊ«ÀÌÃÊÀiÊÌ >ÊxäÊ
% of its gas consumption from Bolivia, and as the tenth largest
energy consumer in the world, is feeling the economical impact of relying upon imports. New gas legislation is before the
Brazilian Congress for approval. In this environment, where
competition has only recently awaken, we feel our company
with its historical presence and expanded management and
technical staff is well positioned to take advantage of the vast
opportunities Brazil has to offer.
As we maintain a steady operational focus in both Brazil and
the US Appalachian Basin, I will make one of my priorities for
2008 the evaluation of various corporate structures to optimize
our efforts. As we execute on the opportunities in Brazil, and
if the US business plan proves to be successful, there could be
many options for how we can enhance our shareholder value in
Norse Energy.
We have interesting times ahead of us. Thank you for your
interest in Norse Energy.

Sincerely,

Øivind Risberg

In the Santos Basin, our BS-3 block, with the proven nondeveloped ﬁelds Estrela-do-Mar and Cavalo Marinho, is a
signiﬁcant asset for the company. The integrated plan which
includes producing the associated gas through a pipeline to
shore was ﬁled with the National Petroleum Agency in late
2007. We are currently awaiting results from the delineation
drilling by Petrobras in the neighboring Caravela ﬁeld. If this
is successful we anticipate movement into the next phase. The
recent announcement of world-class sub-salt discoveries has
ViÀÌ>ÞÊ«ÕÌÊ À>âÊ>`ÊÌ iÊ->ÌÃÊ >ÃÊÊÌ iÊÜÀ`ÊiiÀ}Þ½ÃÊ
radar screen.
I am proud that our Brazilian organization has in the short
timeframe of three years become strong enough to be awarded
>ÊvvÃ ÀiÊ«iÀ>ÌÀ½ÃÊViÃi°Ê/ iÊV«>ÞÊÜÊÃiÀÛiÊ>ÃÊ«iÀ>tor of the three blocks in the Santos Basin acquired during
the 9th licensing round - clearly a milestone for the company.
I would also like to welcome our new CEO in Brazil, Kjetil
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BRAZIL OPERATIONS
In Brazil, 2007 was highlighted by the successful operations in
the Manati gas ﬁeld in the Camamu-Almada Basin. The production potential and processing capabilities of the ﬁeld were
veriﬁed as all six wells were completed and brought on-line at
scheduled production.
Additionally, we began the company’s ﬁrst exploratory offshore
well, Gengibre, in the BCAM-40 block. By the ﬁrst quarter of
2008, the well had reached its total depth. Logging revealed
three potential hydrocarbon producing zones.
In the BS-3 in the Santos Basin, oil production from the Coral
ﬁeld declined sufﬁciently to lead our third-party certiﬁcation
agents to reclassify the reserves to contingent resources. As
such, the company decided to write off its remaining book
value in the ﬁeld. Together with our partners, we continued to
evaluate plans for the development of the Estrela do Mar and
Cavalo Marinho ﬁelds.
Another milestone took place in the fourth quarter when we
were awarded Norse Energy’s ﬁrst license as an offshore operator. We will be the operator of three offshore blocks in the
Santos Basin acquired during the 9th Bid Round in 2007.

Brazilian basins where
Norse Energy has assets

Manati (10 % interest) – Largest non-associated gas producing
ﬁeld in Brazil
Norse Energy’s participation in the Manati gas ﬁeld was one
of our success stories for 2007. By the end of the year, the
six wells planned for the development of the ﬁeld had been
drilled, completed and tied-in to the production facilities. A
total of over 1 250 meters of net pay was revealed from the
six wells, averaging 209 meters per well, signiﬁcantly above
forecasted average thickness. The company’s share of the 2P
reserves from the ﬁeld, as stated by the independent appraisal
ﬁrm of Gaffney Cline and Associates, is 17.07 MMBOE, up
8 % from prior estimates. Early in 2008, the ﬁeld reached a
ﬂow rate of 3 800 BOE/day. Total production for the ﬁrst year
as the wells were brought on-line was 2 035 BOE/day (net to
Norse Energy’s interest).
The Manati ﬁeld, located in Block BCAM-40 in shallow waters of the Camamu-Almada Basin offshore the Bahia state, is a
paleogeomorphic fault block with the principal reservoir being
the Tithhonian Sergi Formation, featuring excellent porosity
and permeability.
The company’s 10 % interest in the Petrobras-operated
BCAM-40 exploration concession includes the Manati production concession enclave. The installations include a remotely
controlled, ﬁxed-manifold platform tying in the six wells’
individual ﬂow lines and control systems to test individual well
ﬂow capacities (pictured on cover). A 125-kilometer pipeline

.;;B.9 ?2=<?A $
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from the production unit offshore to the gas processing plant
located onshore near São Francisco in Bahia removes liquids
associated with the gas production.
The ﬁrst two of the six wells were tied-in and producing by
mid January 2007 and the third well was online by the end of
March. The ﬂow lines for all the Manati wells were installed
before the initiation of drilling activities. A change in seaﬂoor
conditions required a shift in the location of wells #5 and
#6, by as much as 80 meters in well #5. The production lines
had to be pulled into the new Christmas tree locations which
delayed scheduled hook-up. Well #5 was tied-in in July. Well
#4 failed pressure testing after installation in July. Work on
wells #4 and #6 was delayed due to bad weather and limited
availability of a suitable diving support vessel. The delays triggered the expiration of the environmental licenses. The licenses
were re-obtained but the resulting pushback of the hook-up
schedule impacted the production projections for the year.
Well #6 was tied-in in November, followed by well #4, which
was brought on line December 27, 2007.
The original development plan for the ﬁeld was for seven wells.
The decision to drill well #7 has been postponed pending
recovery development from the existing wells.

Sardinha Field (20 % interest) – Studies being conducted
The Sardinha Field is located in the Camamu-Almada Basin,
50 kilometers south of the Manati gas ﬁeld. Prior to the company’s purchase of its 20 % interest, the ﬁeld had been deﬁned
by 11 exploration wells supported with 2D and 3D seismic.
Throughout the year, economic feasibilities studies were
conducted by the operator to analyze optimal development of
the ﬁeld. Proposals discussed between the partners included the
production of both the large oil accumulation and another for
gas-only production. Currently, the ﬁeld is being considered
for integration with the existing discoveries in the third-party
operated BM-CAL-4 and BCAM-40 areas.
Exploration Blocks of the Camamu-Almada Basin – Logs of
ﬁrst exploration well reveal multiple hydrocarbon bearing zones
Throughout 2006 and 2007, the company and its partners in
the offshore blocks of the Camamu-Almada Basin developed
and analyzed various prospects for exploratory drilling.
BCAM-40 (10 % interest)
Multiple prospects have been approved by the partnership for
drilling in the BCAM-40 block, which includes the Manati
gas ﬁeld and more than 530 square kilometers (130 000 acres)
under exploration covering shallow and deep water areas.
In August 2007, the consortium received the environmental
license for the Gengibre well, the ﬁrst of four exploration
wells planned for the BCAM-40 block. Drilling was begun in
September and the well reached its total depth at 3,357 meters
in early January 2008. As in the Manati ﬁeld, the well was
targeted for the Sergi sandstone reservoirs. The well penetrated
the Sergi and two other zones, all encountering light oil with
permeability concerns. There are three additional prospects
approved by the partners to be drilled in this license.
The BCAM-40 license also includes the block’s oil and gas
discovery well, the #1-BAS-131. Due to environmental issues
associated with oil production in the area, conceptual studies are being developed for a gas-only production solution.
Final development decisions are pending unitization with the
adjacent block.
BM-CAL 5 and 6 (18.3 % interest)
The BM-CAL 5 and 6 blocks lie offshore the Bahia state south
of BCAM-40 in waters ranging from 360 to 1400 meters. Four
prospects have been mapped in these two blocks and approved
to be drilled; Copaíba and Jequitibá in BM-CAL-5 block;
Peroba and Marﬁm in BM-CAL-6 block. Marﬁm drilling is
contingent on the results of Peroba.

the previous year, and prepared and submitted the Marﬁm
prospect to the partners for approval. Petrobras also conducted
additional studies required by IBAMA, the Brazilian government’s environmental agency, for the environmental licensing
of the drilling activities.
The Norse Energy G&G team has performed technical studies
to assess and re-analyze the exploration potential of the four
prospects. The database used for these studies encompassed
seismic and well data and regional petroleum system studies, as
well as all previous evaluation studies and internal reports. The
ﬁnal product of this work was a comprehensive report including interpreted seismic sections, structural maps, recoverable
volume calculations, economic assessments and risk analysis.
The shallow waters of the Camamu-Almada Basin are considered by IBAMA as a sensitive environmental area, due to its
proximity to beaches and rivers. Only 3 of the prospects in the
BCAM-40 and none of the prospects in BM-CAL 5 and 6 are
considered to be in shallow waters. Careful attention was given
to licensing requirements as the operator developed sophisticated technical models for oil leakage and cleaning response, as
well as strict environmental monitoring for the area. Environmental licenses for BM-CAL 5 and 6 were granted in April
2008.

During 2007, Petrobras, the operator, reﬁned the geological
maps of Copaíba, Jequitibá and Peroba, already approved in
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Santos Basin – Focus shifts to Cavalo
Marinho, Estrela-do-Mar and three
new blocks acquired in 9th bid round;
production life of Coral expires
Cavalo Marinho (50 % interest) and
the BS-3 integrated project
The Cavalo Marinho ﬁeld (originally licensed as BS-3, or Caravela Sul),
currently represents 12.02 MMBOE of the company’s 2P reserves.
The ﬁeld is located 20 kilometers
southwest of the Petrobras owned
Caravela ﬁeld. During 2007, Norse
Energy and Petrobras developed
plans to integrate the ﬁelds for
joint development. In October the
operator submitted the two-ﬁeld
development plan to the ANP (National Agency of Petroleum). The plan includes the drilling of two horizontal wells in
Cavalo Marinho and three vertical wells in Caravela. Approval
of the plan is pending. Both ﬁelds will share an FPSO unit,
offshore-to-onshore pipeline and an onshore gas processing
plant. Plan implementation will be inﬂuenced by the reservoir
data collected from a delineation well drilled by Petrobras in
the adjacent Caravela ﬁeld.
Estrela-do-Mar (65 % interest)
The Estrela-do-Mar ﬁeld, also in Block BS-3, has 5.66 MMBOE 2P certiﬁed reserves. The ﬁeld is a north-south oriented
anticline, bounded to the west by faulting in water depths of
around 150 meters. Petrobras, the operator, has drilled a total
of four exploration wells to delineate the ﬁeld, and has proven
oil in reservoir zones B1 and B2. As is the general trend in the
area, the B1 reservoir zone showed poor reservoir quality, leaving the B2 zone as the main target for development. During
2007, the company, along with the operator, discussed various
new development plans for the ﬁeld, and a new development
plan was ﬁled with ANP towards the end of the year.
Coral (35 % interest)
The Coral ﬁeld, in Block BS-3, is one of the ﬁrst ﬁelds to be
developed in the Santos Basin. The ﬁeld has been in production since 2003. Commercial productivity of the Coral ﬁeld
was projected to terminate in early 2008. After an impairment
assessment during the fourth quarter of 2007, the company
decided to write off the remainder of the book value for the
ﬁeld based on certiﬁed reserves estimates (2P from GC&A of
0.12 MMBOE.
The Coral #4 and #5 wells produced throughout the year.
Workovers were performed on both wells in an attempt to
stimulate production from the ﬁeld’s ﬁnal commercial zone,
the B2B. Successful workovers early in the year led to a
production increase mid-year. The combination of higher oil
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ﬂow rate and the high Brent price of oil were beneﬁcial to the
project. The two remaining wells are anticipated to phase out
during 2008.
S-M 1035, S-M 1036 and S-M 1100 (50 % interest)
The company was the successful bidder on three offshore
blocks in the Santos Basin in the 9th Bid Round offered by the
ANP. Norse Energy will be the operator of the blocks – its ﬁrst
license as an offshore operator.
The blocks are located adjacent to each other, about 100
kilometers northeast of the Cavalo Marinho ﬁeld, in about 200
meters of water depth, and cover an area of approximately 510
square kilometers.
The ﬁnancial commitment is USD 12 million, of which about
USD 5 million is related to work commitment. The license is
held for three years, and we are currently pursuing ships for 3D
seismic shooting.
Recôncavo Basin (30 % interest) – First well unsuccessful
Norse energy owns an interest in two onshore blocks in the
Recôncavo Basin, historically one of the most proliﬁc onshore
basins in Brazil. During 2007, the operator acquired 3D seismic data as well as a surface organic geochemistry survey over
the block. The seismic data were processed and interpreted for
geological and geophysical studies, identifying two prospects
to be drilled. The ﬁrst one, the Jatobá, in Block BT-REC-22
was drilled and concluded to be dry, with no commercially
interesting hydrocarbon shows. The other block, BT-REC-30,
is under evaluation by the partners.

USA OPERATIONS
During 2007, the company made the strategic decision to shift
focus from the shallow Medina gas wells of northern Appalachia to potentially higher-impact gas plays. We continued an
active drilling and production program to bring value to the
Medina assets. By year end, we had entered into an agreement to sell those properties for USD 67 million. Heightened
exploration activities and leasing programs, coupled with the
acquisition of a small E&P company and a new joint venture,
kept the E&P division highly engaged. Our transportation and
marketing divisions continued to add value to the company’s
bottom line.
Exploration & Production Division – Concentration on higherimpact drilling of northern Appalachia; proﬁtable sale of Medina
properties
For the past 12 years, Norse Energy has concentrated its exploration and production activities in the Northern Appalachian Basin. Our 2007 drilling program was a two-fold focus
on development wells in the Medina gas formations located
around Jamestown, New York and exploration and development wells in New York state. A total of 36 wells were drilled
during 2007, with a 100 % completion success rate. At year
end, the company was operating 386 gas wells and participating as a non-operator, working-interest partner in another 30
wells in the area. During 2008, the company has drilled or
started another nine wells, seven horizontal and two vertical
wells. Approximately 180 miles of company-owned production pipelines associated with the wells deliver produced gas to
points of sale.
Average daily gas production in 2007 was 850 BOE/d, up 26%
from 2006. 2P reserves, as stated by Schlumberger Technology Corporation, increased to 13.26 MMBOE, up 18 % over

2006. Additionally, Schlumberger has stated the US Contingent Resources to be 32.59 MMBOE (of which none was
reﬂected in last year’s report), to reﬂect the potential associated
with our shift in focus to the higher impact plays of northern
Appalachia. The successful results of the company’s horizontal
wells, though with limited production history, have veriﬁed
our position that horizontal drilling in the central New York
area can increase production and reserves at a rate substantially
greater than previously experienced from the Medina formations.
The targeted formations in the company’s revised exploration
strategy are the Herkimer sandstone and the other shale reservoirs, Oneida/Oswego sandstone, Utica shale, Black River dolomite, Theresa sandstone, and Marcellus shale. An aggressive
leasing program targeting these formations added 88 000 gross
acres to the company’s land portfolio during 2007, bringing
the total acres under lease to approximately 200 000 including the Medina ﬁeld assets of approximately 50 000 acres. The
company added additional acreage in the ﬁrst quarter 2008.
Our exploration department shot 295 miles of 2D seismic and
notable 3D seismic during the year. In 2008, we are proceeding with an active proprietary seismic shooting program.
The company invested about USD 29 million on exploration
and production during 2007. During the ﬁrst quarter of 2007,
we completed the acquisition and subsequent sale of assets of a
small E&P company, Vandermark Exploration, Inc., operating
in New York State. The sale resulted in the company acquiring
an ownership position in the purchaser, Somerset Production
Company. Later in the year, we also invested in a joint venture
with Somerset (increasing our ownership position further) to
develop their existing properties targeting exploratory drilling
in the deeper formations of interest to the company. Norse

Marcellus Shale

Herkimer Sandstone
Oneida/Oswego Sandstone
Medina Sandstone

Utica Shale

Black River Dolomite
Theresa Sandstone
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Energy is serving as the contract operator for the drilling
operation. In the Vandermark purchase, the company also
acquired a small storage ﬁeld and associated pipelines that were
retained.

MMBtu, up 7.4 % from 2006. Towards the end of the year,
throughput was impacted when a signiﬁcant customer left the
system. Total sales for the system during the year were USD
6.6 million.

On August 28, 2007, the company announced the potential
sale of the producing properties in the Medina ﬁeld near
Jamestown, New York. A data room was opened in late September for prospective buyers. The company experienced good
interest throughout the process and received multiple bids.
On November 5, 2007, we accepted the highest bid offered
from EnerVest Ltd. for USD 67 million, subject to ﬁnal due
diligence. Closing of the transaction occurred in March 2008.

Another system is a 26-mile natural gas transmission line
located in western New York with connections to a major
interstate pipeline and the company’s pipeline system. The line
is currently leased to the City of Jamestown, New York Board
of Public Utilities to provide gas supply to its power generation
facility for an initial term of 20 years, expiring in 2020.

The company also holds working, royalty and overriding royalty interests in various oil and gas leases in the Mid-Continent
region of the US, primarily in Oklahoma. The company does
not serve as operator of any wells on these properties.

The company owns approximately 180 miles of production
lines tying individual wells to sales points. Adequate infrastruture for well production has been a primary focus for the
company and new lines were designed during 2007 to support
the company’s drilling activity in the central New York area.
Energy Marketing – Concentrating on Appalachian gas supply

Gathering and Transportation – Throughput remains steady
The G&T division oversees approximately 525 miles of
company-owned natural gas pipelines located in western and
central New York and northwestern Pennsylvania. One system
of approximately 320 miles, known as the Norse Pipeline
system, gathers gas from third-party customers, as well as
company-owned wells, and delivers it to several distribution
points for sale. The delivery points include major interstate
pipelines, local distribution companies and end users. Annual
throughput on this system has steadily increased since it was
bought from Columbia Gas Transmission in 1999. The average daily throughput on the system during 2007 was 18 764
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The company creates margins by cost effectively aggregating
supply from Appalachian producers, marketers and utilities.
It transports and balances those supplies and delivers them to
targeted markets. Consistent with our ongoing strategy, on a
volumetric basis, customers are split roughly 50/50 between
larger wholesale customers such as utilities and third-party
wholesale marketers and commercial and industrial customers.
This creates an effective portfolio, both from a risk and unit
margin perspective. The total volume marketed during 2007
was 21 million Dth, compared to 19 million Dth for 2006, a
10 % increase. Total sales were USD 158.2 million, compared
to USD 148.3 million for 2006, a 6.7 % increase.
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The company has adopted a policy of regional Reserve Reporting using external third party companies to audit its work and certify
reserves and resources according to the guidelines established by the Oslo Stock Exchange (OSE). Reserve and Contingent Resource
estimates comply with the deﬁnitions set by the Society of Petroleum Engineers/World Petroleum Congress (SPE/WPC) as issued in
March 2007. Each region (division) has a long-standing relation with its certiﬁcation agents; Gaffney, Cline & Associates (Brazil) and
Schlumberger Technology Corporation (USA).
Norse Energy’s 2007 reserve reports are summarized in the table below (net to the company’s share):

1P reserves
(MMBOE)

2P reserves
(MMBOE)

3P reserves
(MMBOE)

Contingent
Resources
(Best estimate)
(MMBOE)

10.31

13.26

17.69

32.59

Central New York

2.38

3.54

6.58

32.59

Jamestown, New York

7.93

9.72

11.10

-

18.87

34.86

44.15

6.67

Coral

0.10

0.12

0.15

Estrela do Mar

0.00

5.66

6.79

Cavalo Marinho

5.03

12.02

15.48

13.74

17.07

21.73

29.18

48.12

61.84

Norse segment
USA

Brazil

Manati
Norse Totals

39.26

The Brazil Contingent Resources are related to various ﬁelds.
The grand total of 48.12 MMBOE of 2P reserves represents an increase of 8.3 % compared to last year’s certiﬁed reserves.
The company’s 1P reserves of 29.18 MMBOE is a reduction compared to last year’s volume of 30.22 MMBOE.

During 2007, the company had the following reserves development:
2P reserves
(MMBOE)

Reserves Development
Balance (previous Annual Statement of Reserves, “ASR”) as of December 31, 2006

44.44

Production 2007

-1.55

Acquisitions/disposals since previous ASR

-

Extensions and discoveries since previous ASR

-

New developments since previous ASR

5.68

Revisions of previous estimates

-0.45

Balance (current ASR) as December 31, 2007

48.12

Notes:
UÊ}ÕÀiÃÊ>ÀiÊVÃ`>Ìi`ÊÊ>ÊVÀ«À>ÌiÊiÛiÊ
UÊ,iÃiÀÛiÃÊ>`ÊÀiÃÕÀViÃÊiÃÌ>ÌiÃÊV«ÞÊÜÌ ÊÌ iÊiÜÊ`iwÌÃÊÃiÌÊLÞÊÌ iÊÊÓääÇÊ-* Ê*iÌÀiÕÊ,iÃÕÀViÃÊ>>}iiÌÊÊÊ
System (PRMS).
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The most signiﬁcant changes compared to last year’s report are mainly attributable to:
Brazil
UÊ iÜÊ`iÛi«iÌÊ«>ÊvÀÊ >Û>Ê>À ÊViÀV>â}Ê}>Ã°
UÊ iÜÊ`iÛi«iÌÊ«>ÊvÀÊ ÃÌÀi>`>ÀÊ>ÃÃÕ}Ê}>ÃÊÃÊy>Ài`ÆÊÜi>Ê«ÀiVÌÊiVVÃÊÜÌ Ê>ÊiÜÊ`iÛi«iÌÊVVi«ÌÊ`iÃÊÊ
not allow 1P volumes to be carried.
UÊ Ý«iVÌi`Ê>L>`iÌÊvÊ À>ÊÊÓään]ÊLÕÌÊÜÌ Ê>Ê«ÌiÌ>ÊvÕÌÕÀiÊÀiÌÕÀÊÌÊÀiVÛiÀÊÛÕiÃÊivÌÊqÊÜÌ Ê`vviÀiÌÊÊÊÊÊÊÊÊÊÊÊÊÊÊÊ
technological approach (1.41 MMBOE classiﬁed as Contingent Resources).
UÊ>>ÌÊÀiÃiÀÛiÃÊ>ÀiÊÃÌ>Ìi`ÊÜÌ ÊvÕÊÈÊÜiÊ`iÛi«iÌÊVÕ`i`Ê>`ÊÃ ÜÃÊ>ÊVÀi>ÃiÊvÊÎÎÊ¯ÊÊ«ÀÛi`ÊÀiÃiÀÛiÃÊ£*®°Ê-ÌÀVÌiÀÊÊ
SPE deﬁnitions have lead Gaffney Cline to consider the Manati gas sales contract volume of minimum 23 Bm3 (~145
MMBOE) as an upper limit to 1P volumes allowed despite estimated recovery volumes from the operator in excess of 30 Bm3
(~190 MMBOE). In their report, Gaffney Cline has only considered the reserves produced under the current Petrobras contract,
which has a lower 2P volume than the operator’s certiﬁcation.
USA
UÊÊÃÌÀ>Ìi}VÊÃ vÌÊÊvVÕÃÊÌÊÌ iÀÊÌ >Êi`>ÊÌ>À}iÌÃÊ«ÀÛ`i`ÊiVÕÀ>}}ÊÀiÃÕÌÃÊ>ÃÊÌ iÊwÀÃÌÊÜiÃÊ`Ài`ÊÜiÀiÊ«ÕÌÊÌÊÊ Ê
production. Our signiﬁcant resource base has in the company’s mind been conservatively estimated by Schlumberger to
contain 183 Bcf (~33 MMBOE) by year-end.
UÊÊÀiV>ÃÃwV>ÌÊvÊ>iÃÌÜÊÌ} ÌÊºL>iÌ»ÊÃ>`ÃÊÌ>À}iÌÃÊÌÊ Ì}iÌÊ,iÃÕÀViÃÊ`ÕiÊÌÊ`À}ÊiVVÃÊ>ÃÃV>Ìi`ÊÊ
with the successful mitigation of basal water bearing underlying sands. Horizontal technology completions are under review for
this play.
UÊÓ Ê>`ÊÎ ÊÃiÃVÊ`iÌwi`ÊiÝÌiÃÛiÊÃÌÀÕVÌÕÀ>Ê>`ÊvÀ>VÌÕÀiÊ««ÀÌÕÌiÃÊÊÕÀÊVÀiÊ>Ài>ÃÊvÊvVÕÃ°
UÊ/ iÊÓääÇÊ1-Êw}ÕÀiÃÊVÕ`iÊÌ iÊi`>Êwi`Ê>ÃÃiÌÃÊV>ÃÃwi`Ê>ÃÊ>ÃÃiÌÃÊ i`ÊvÀÊÃ>i®ÊÌ >ÌÊÜiÀiÊVÃ`>Ìi`ÊÌ ÀÕ} ÊÓääÇ°
These reserves and resources are based on the following assumptions:
UÊÊ1-ÊÕLiÀÃÊvÀÊ-V ÕLiÀ}iÀÊ>ÀiÊiÌÊÌÊÌ iÊV«>Þ½ÃÊÌiÀiÃÌÊ>vÌiÀÊÀÞ>ÌiÃ°Ê
UÊÊ À>âÊÕLiÀÃÊ>ÀiÊ}ÀÃÃÊLivÀiÊÀÞ>ÌiÃ°

Reserves by country (MMBOE)

2007 2P Reserve development (MMBOE)
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“To ensure consistent production ﬂow sustained by replenishing
reserves, an E&P company needs productive assets, a well developed business plan, the talent to think creatively, and the ability
to effectively execute. We believe Norse Energy has the necessary
execution capabilities and ﬁnancial resources to generate continued growth and success in the years ahead, with the strength and
tenacity of a team bound together by a strong commitment to a
shared long-range plan.”
Norse Energy Corp. ASA (“Norse Energy” or “the company”)
became a public company only three years ago, as a result of a
merger between two separate entities, each with its own history
in diverse geographical regions. One company had operations
offshore Brazil and was already listed in Norway and the other
operated onshore in the northern Appalachian Basin in the US.
In 2007, we continued to strengthen our position for future
growth in these regions with a focus on both production and exploration, and we further sharpened our focus through strategic
acquisitions and a divesture.
Norse Energy was listed on the Oslo Stock Exchange (OSE) on
July 13, 2005 under the ticker symbol “NEC.” The corporate
headquarters are located at Lysaker, near Oslo, and the company
also holds corporate ofﬁces in Houston and Rio de Janeiro, in
addition to several operational ofﬁces in the Appalachian basin
in the US.
Operational Performance
Brazil Division
With a 10 % ownership in the Manati gas ﬁeld, the largest nonassociated gas producing ﬁeld in Brazil, we have been working to
bring the ﬁeld to record production levels in 2007, and the ﬁeld
is now producing close to the maximum within the contract
with Petrobras. All six wells in the ﬁeld were drilled, completed
and in production by year-end. Two of the wells were producing
by the ﬁrst quarter. Three other wells drilled in 2006 were tiedin to the production facilities later in the year.
During 2007, the Manati ﬁeld produced 116.18 million standard m3 of gas (730 749 BOE) and 12 129 barrels of condensate, totaling 742 878 barrels of oil equivalents (BOE) or 2 035
BOE/day net to the company’s 10 % interest. Manati gas sales
were 109.45 million standard m3 (688 419 BOE net to Norse
Energy) or 1 886 BOE/day. The sales price net of royalties and
taxes averaged USD 4.70 per million BTU. The wells reached
a record ﬂow rate of 6.1 million sm3 (~3 800 BOE) per day in
mid January 2008.
Oil production from the Coral ﬁeld was 482 985 barrels of 41º
API oil, resulting in sales of 456 418 barrels at an average price
of USD 71.97 net to the company’s 35 % interest. Production
was volatile due to several workovers required to keep the wells
in production. The ﬁeld is nearing its projected economic life
and as of year-end our third-party-prepared engineering report
reﬂected Coral reserves as Contingent Resources. This was
reﬂected in an impairment charge which left Coral valued at zero
in the Balance Sheet at the end of the year. At the end of the ﬁrst
quarter, the ﬁeld is still producing.
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The environmental license for the Gengibre well in the
BCAM-40 exploration block was received in August. The well
was spudded in late September 2007, and reached total depth in
January 2008. The well logs revealed three hydrocarbon bearing
zones, and production testing is scheduled for the ﬁrst half of
2008. The company is awaiting environmental licenses in order
to drill other exploration wells.
Norse Energy acquired a 50 % interest in three offshore blocks
in the Santos Basin in the 9th concession round and was awarded the license as operator of the blocks – a ﬁrst for the company.
Plans progressed for the development of the company’s other
ﬁelds in the Santos Basin, primarily the Cavalo Marinho ﬁeld in
the BS-3 block. The ﬁeld is being evaluated for a possible integrated development plan with other ﬁelds in the basin to include
a pipeline to shore for gas transportation of associated gas.
US Division
The big news in the US operations this year was the decision to
concentrate our experience and technical skills on higher-impact
drilling and under-exploited target formations. As a result,
a decision was made to sell the Jamestown properties. This
transaction closed after year-end with a purchase price before
ﬁnal adjustments of USD 67 million. No employees were let go
in the process as the new business plan requires all the existing
competence.
In the US, we successfully drilled 36 wells with a 100 % completion rate. The company cut its drilling plans short of the original
plans as a result of our shift in strategy, which included the
divesture of the Medina ﬁeld development assets to strengthen
company focus on land leasing, seismic and higher impact exploration drilling in the northern Appalachia. The company continued to operate all its own wells, bringing the total number of
wells operated for the year to 386, including the Medina wells.
Gas production reached another record high for the company
at an average of 850 BOE/d. The company added 89 000 gross
leased acres to the company’s acreage position, which stood at
about 200 000 acres at year-end (including about 50 000 acres
related to the Medina assets held for sale).
The transportation division had another record year as the average daily throughput was 18 764 MMBtu up 7.4 % from 2006.
Energy Marketing boosted sales to a record high of USD 158
million.
The company also established a small division to concentrate
on strategic acquisitions and divestitures. We invested in a small
E&P company operating within our core area of interest in the
Appalachian Basin. Subsequently, the majority assets of that
company were sold to a larger Appalachian producer in exchange
for cash and a 17.5 % interest in the purchasing company.
Together with the buyer, we began late in the year an exploratory
program targeted at deeper horizons.
The Accounts
The Board of Directors conﬁrms that the annual ﬁnancial
statements have been prepared pursuant to the going concern assumption, in accordance with §3-3 of the Norwegian Account-
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ing Act. The premise of the going concern assumption is based
upon the ﬁnancial position of the company, its good liquidity,
and the development plans currently in place.
The ﬁnancial statements reﬂect the activities in 2007, and the
company’s ﬁnancial position is considered to be satisfactory. The
consolidated accounts are presented in US dollars, which is the
functional currency for the parent company.
Financial Performance and Activities
The ﬁnancial results for 2007 were signiﬁcantly affected by
increased production and large capital expenditures, as well as
impairment on Coral carried out in the fourth quarter. The decline in net results compared to 2006 was mainly attributable to
higher depreciation and impairment charges, which were offset
by record production. This increased production together with
high oil and natural gas prices, generated almost a doubling of
EBITDA compared to 2006.
Norse Energy capital expenditure program for 2007 totaled
USD 53 million, split in USD 24 million for the Brazilian division and USD 29 million for the US division. In addition, assets
in the Brazilian division increased with foreign exchange effects
of approximately USD 16 million together with capitalized
interest of USD 7 million.
In 2007, total sales revenues were USD 214.7 million, an
increase of approximately 15 % from USD 186.7 million in the
previous year. A signiﬁcant portion of the sales revenue relates to
Norse Energy’s Marketing division in the US which contributed
with revenues of USD 158.2 million in 2007, compared to
USD 148.3 million in 2006.
EBITDA for the year 2007 was USD 26.8 million, up from
USD 15.9 million in 2006. Cash ﬂows from operations were
USD 2.8 million in 2007 - down from USD 32.3 million in
2006.
Net loss for 2007 was USD 28.7 million, compared to a net
loss of USD 12.4 million in 2006. A signiﬁcant part of the net
loss is related to non-cash ﬁnancial charges. As already mentioned, Norse Energy’s result for 2007 was negatively affected by
signiﬁcant Coral depreciations and an impairment charge in the
fourth quarter, and several other ﬁnancial entries also impacted
the 2007 ﬁnancials:
UÊ Ê"VÌLiÀÊÓääÈ]Ê ÀÃiÊ iÀ}ÞÊiÌiÀi`ÊÌÊ>ÊvÀÜ>À`ÊVÊ Ê
tract to purchase 12 % of the shares in the Norwegian listed
company Revus Energy ASA. For 2006, this contributed to
an unrealized loss of USD 2 million at year-end due to a lower
share price of Revus. The company sold the shares in February
2007 and settled the forward contract at a net proﬁt of about
USD 5 million. The positive contribution for the year was
thus USD 7 million.
UÊ ÕÀ}ÊÓääÈ]Ê ÀÃiÊ iÀ}ÞÊiÌiÀi`ÊÌÊÌÜÊ>ÃÊÜÌ ÊÊ
Ê
detachable warrants. The warrants are separately listed on
the OSE, and the fair value of the warrants is estimated at each
reporting date with any change in the fair value being recorded
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in the income statement. This contributed to a ﬁnancial
expense of USD 3.3 million in 2007.
UÊ «ÕÌi`ÊÌiÀiÃÌÊvÀÊÌ iÊ1- ÊL`ÃÊÜÌ Ê`iÌ>V >LiÊÜ>ÀÀ>ÌÃÊÊ
resulted in additional interest costs of approximately USD 2.1
million.
UÊ ÌiÀiÃÌÊiÝ«iÃiÊ>`Ê>ÀÌâ>ÌÊvÊ>ÊVÃÌÃÊvÀÊ "Ê>ÃÊÊ
totaled USD 16.2 million for the year, up approximately 91 %
from 2006. The increase is a result of bond issues in Q3 2006
and in Q2 and Q3 2007.
UÊ ÊÓääx]ÊÌ iÊV«>ÞÊ>VµÕÀi`ÊÊ«ÕÌÊ«ÌÃÊÜÌ Ê>ÊÃÌÀiÊÊ Ê
price of USD 50 for 1 000 barrels of oil per day at a cost of
USD 3.3 million. As the put options currently are out of the
money, an expense of USD 2.1 million related to fair market
adjustment and write-off of cost for expired options was
charged to the income statement in 2006 and the remaining
value of the options was expensed in 2007.
Coverage of Loss in Norse Energy Corp. ASA
The Board of Directors proposes that the deﬁcit for the year
of NOK 252.7 million in the parent company as well as losses
of NOK 79.2 million from prior years, are covered by share
premium reserve. As of December 31, 2007 the company has no
unrestricted equity.
Share, Debt and Bond Issue
There were no share issues in the company during 2007.
At the end of the second quarter of 2007, the company raised
NOK 100 million in a 3-year bond issue yielding 3 months
NIBOR plus 4.25 %. On August 14, 2007, the company raised
another NOK 100 million under this facility on the same terms
and conditions. The bond issues are unsecured and listed on the
Alternative Bond Market (ABM) as FRN Norse Energy Corp.
07/10 CALL. The company has swapped the bond loan into
USD at 3 months LIBOR plus 4.40 %.
For further details on the company’s bond loans, refer to note 17
in the consolidated ﬁnancial statements.
During the third quarter of 2007, the company’s fully owned
subsidiary Norse Energy do Brasil S.A. ﬁled with the Brazilian
Securities Commission (CVM) to become a publicly traded
company. On October 29, 2007, Norse Energy do Brasil ﬁled
a request with CVM for the registration of an initial public
offering of shares to be listed on the Bovespa Stock Exchange in
Sao Paolo. However, given the current volatility in the international capital markets, the Board of Directors of the company
considered it appropriate to postpone the listing of the Brazilian
subsidiary. Going into 2008, the company continues to evaluate
the situation of how to best develop the company going forward.
The Balance Sheet
Norse Energy’s total assets increased by USD 34 million in
2007, which was mainly due to foreign exchange effects and
increased investments in property and equipment in Brazil,
partially offset by increased depreciation and impairment on

the Coral ﬁeld. The asset balance was USD 402 million at the
beginning of the year, whereas the asset balance was USD 436
million at the end of the year. Of this, current assets amounted
to USD 126.9 million, including USD 36.6 million in assets
held for sale related to the Medina ﬁeld assets. Long-term liabilities amounted to USD 231.2 million. Short-term liabilities were
USD 121.0 million, representing 34 % of total liabilities. At the
end of 2007 the book equity ratio was 19 %, compared to 26 %
at the end of 2006. The Board is comfortable with the solidity of
the company at present, but recognize the need for strengthening of the balance sheet going forward as capital expenditures
intensify, especially with regards to exploration drilling in Brazil.
The book values for the various ﬁelds as of December 31, 2007
are as follows:
In USD million as of December 31, 2007
Brazil
Coral

0

Estrela-do-Mar

20

Cavalo Marinho

56

Manati

110

BCAM-40

19

BM-CAL 5&6

16

Remaining ﬁelds
Total Brazil

4
225

USA
Retained US E&P assets

33

Pipeline

20

Total USA

53

Total non-current ﬁeld assets

Medina ﬁeld assets held for sale
Total ﬁeld assets

278

disruptions, as well as delays compared to the plans laid out by
the operators of these ﬁelds.
The company has taken several measures to reduce these market
risks. Oil put options have been purchased for a signiﬁcant portion of the Coral production, while portions of the US natural
gas production have been hedged using forward sales. For
further details on the use of ﬁnancial instruments, refer to note
11 in the consolidated ﬁnancial statements.
The company’s revenues and expenses are primarily denominated in US Dollars; however the gas contract in Brazil for the
Manati gas sales is denominated in the local currency. Some
other costs and income items are also incurred and earned in
the local currency in Brazil and Norway. The company has not
taken speciﬁc measures to hedge against ﬂuctuations in exchange
rates between Brazilian Real and US Dollar, since there is a high
degree of balance in the cost and revenue denominated in Brazilian Real.
The company’s loans have a combination of ﬂoating and ﬁxed
interest rates. The NOK 300 million bond loan has been
swapped into USD rate – NOK 250 million at a ﬁxed rate and
NOK 50 million at ﬂoating interest. The NOK 200 million
bond loan that was issued in 2007 has been swapped into a
ﬂoating USD rate, leaving the company with no NOK exposure
on its loans. For details on this, refer to note 17 in the consolidated ﬁnancial statements.
Financing the development of company reserves beyond 2007
is expected to be supported by a mixture of loans and cash ﬂow
from operations and the optimal ﬁnancing structure is continuously being evaluated. There are no assurances that total
ﬁnancing will be successfully secured to develop all company
projects and assets. As of year-end 2007, the company’s liquidity
is considered satisfactory, particularly in light of the most recent
bond issues and cash received from our Medina asset divestiture.
Norse Energy could potentially be classiﬁed as a passive foreign
investment company for U.S. federal income tax purposes. In
that event, beneﬁcial owners of common stock which are subject
to U.S. federal income tax could incur adverse consequences.
Such beneﬁcial owners of Norse Energy common stock should
consult their tax advisors.

36
314

At December 31, 2007 and at the date of this report, the company was either in compliance with the loan covenants or had
obtained waivers.
Risk Factors
The company’s primary products, crude oil and natural gas,
are exposed to continuous price ﬂuctuations. Furthermore,
the development of oil and gas ﬁelds in which the company is
involved is associated with signiﬁcant technical risk. Such operations might occasionally lead to cost overruns and production
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Corporate Governance
The principle behind good corporate governance is to establish
and maintain a strong, sustainable and competitive company in
the best interest of the shareholders, employees, business associates, third parties and society at large. The Board recognizes that
the shareholders and others should have full conﬁdence in the
way the company is governed and managed. A successful valueadded business is profoundly dependent upon transparency and
internal and external trust. We believe that this is achieved by
building a solid reputation based on our ﬁnancial performance,
our values and by fulﬁlling our promises. Thus, good corporate
governance combined with our company code of conduct is an
invaluable tool in helping the Board to ensure that we properly
discharge our duty.
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The Board acknowledges the Norwegian Code of Practice for
Corporate Governance of December 4, 2007 and the principle
of comply or explain. We have implemented the Code and will
use its guidelines as the basis for the Board’s governance duties. A
summary of the corporate governance policy is incorporated in a
separate section of this report and the complete policy is posted
on our website at www.NorseEnergy.com.

In the US, where the company operates nearly all of its oil and
gas properties, Norse Energy follows strict environmental and
safety policies in accordance with US federal and state regulatory requirements governing such exploration and production
activities. During 2007, the company was in compliance with
all federal, state and local level regulations regarding workers’
health, safety and the environment.

Discrimination and Equal Employment Opportunities
Norse Energy is an equal opportunity employer, and integrates an equality concept into its human resources policies.
All employees are governed by Norse Energy’s codes of ethics
and operations to ensure uniformity within its workforce. At
Norse Energy, we embrace a diversiﬁed working environment,
valuing and respecting our individual abilities and differences.
Employees are remunerated based upon skill level, performance
and position within the company. Norse Energy is a knowledgebased company in which a majority of the workforce has
earned a college or university level education, or has obtained
industry-recognized skills and qualiﬁcations speciﬁc to their job
requirements. Norse Energy supports its employees in continuing development of their skills through ongoing education that
furthers Norse Energy’s goals of being at the forefront of efﬁcient
and innovative industry practices.

The G&T division conducts annual Occupational Safety and
Human Administration (OSHA) training and safety meetings
and has an established written safety procedure. Since 2006,
the E&P division has employed an individual with signiﬁcant
experience in safety matters to further improve the company’s
policies.

During 2007, Norse Energy expanded its workforce in response
to the company’s continued operational growth and to support
future growth. The company employed 95 persons at the end
of 2007, whereof 5 in Norway, 21 in Brazil, 68 in the US, and
1 in Canada, 59 % were men and 41 % were women. Women
account for 17 % of Norse Energy’s senior management. Overall
workforce turnover is relatively low.
Health, Safety and the Environment (HSE)
In order for Norse Energy to meet its goals, the company
maintains high standards in its work environment, whether in
the ofﬁce or in the ﬁeld. The safety of our employees is of the
highest priority, thus our focus is on continuing to maintain
and improve our work environment and to be ﬂexible with
initiating new procedures to ensure consistency in safety results
as conditions change. This is especially critical during the colder
months of our US operations, as weather is frequently a factor in
adhering to safety parameters. The company observes excellent
industry practices in line with all regulatory required standards
for health, safety and the environment. Norse Energy’s primary
goal is to conduct its operations in such a way that it does not
harm people or the environment.
The company’s activities in Norway do not pollute the environment. Activities in which the company engages in Brazil and
the US are connected with the exploration and production of
oil and gas, and are conducted with great sensitivity to avoid
pollution of the environment. In Brazil the company’s 2007
operations were all conducted in licenses where the operator
carries the physical responsibilities of operating at acceptable
HSE standards on behalf of the licensees. To our satisfaction, we
have noted that no accidents resulted in loss of human lives or
damages to property. Furthermore, the reported emissions to the
environment have been within limits set by approved environmental regulatory authorities.
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Company time lost due to employee illness or accident was less
than one percent during both 2007 and 2006.
It is the company’s policy to always work toward identifying
and employing technical solutions that ensure safe and efﬁcient
operations. This policy has been pursued during 2007 for all our
identiﬁed development projects.
The working environment in the company is considered good,
characterized by an entrepreneurial spirit where constructive
ideas and initiatives are welcomed, and trust between employees
and the company’s management is solid.
Directors and Shareholders
According to its articles of association, the company must have
a minimum of three and a maximum of ﬁve directors on its
Board. The current number of board members is ﬁve, which includes one executive director (the CEO) and four non-executive
directors. Two board members are female. The members have
varied backgrounds and experience which offer the company
valuable perspectives. The Board held 9 meetings during the
year.
During 2007, the company’s Chairman Axel C. Eitzen was
replaced as Chairman by Board member Petter Mannsverk Andresen. Also during 2007, Ms. Lise Heien Langaard joined the
company as a member of the Board of Directors, and Mr. Eitzen
subsequently resigned from the Board of Directors.
On January 4, 2008, Axel C. Eitzen personally and through his
afﬁliated companies Camillo Energy AS, Camillo Trading AS,
Catre AS, Eitzen Invest AS and Ollimac AS sold 67.6 million
shares for a consideration of NOK 5 per share. This sale represented approximately 19 % of the outstanding shares in Norse
Energy. Approximately 11.7 million shares were bought by
insiders and the remaining 55.9 million shares by non-insiders.
Outlook
With the successful completion of the drilling and tie-in work of
the Manati Field in Brazil behind us, we will focus in 2008 on
the ﬁeld production program to maximize its potential. Exploration drilling in Brazil will be another area of intense focus going
forward with environmental licenses received for three of our
prospects and three additional prospects awaiting environmental
licenses. We spudded our ﬁrst offshore exploration well, on the

Gengibre prospect in the BCAM-40 block, in late 2007 and the
well is currently being side-kicked.
The development plans for the reserves of the Cavalo Marinho
ﬁeld, either separate or in an integrated solution with the
Petrobras-owned Caravela ﬁeld, continues to be a signiﬁcant
opportunity for the company. Testing of an appraisal well in the
Petrobras-operated and -owned adjacent Caravela ﬁeld is currently underway, and will inﬂuence our development plans. By
acquiring as operator the license of three additional exploratory
blocks in the Santos Basin during the 9th Bid Round, we made a
further commitment to the Santos Basin. We also plan to shoot
seismic in our three operated licenses offshore Santos Basin as
soon as crews are available.
The 9th round was notable for its lack of participation by big
international oil companies, as the recent large oil discovery by
Petrobras of the Tupi ﬁeld caused the government to offer fewer
blocks. Smaller companies like Norse Energy were granted the
majority of the licenses to develop the blocks, and the participation may further strengthen Norse Energy’s position and possible
inﬂuence in the region. The discovery of the vast Tupi and
Jupiter ﬁelds do not alleviate Brazil’s growing natural gas requirement. We believe that Norse Energy is well positioned in basins
that will see signiﬁcant development over the next years.
In our Directors’ Report for 2005, we highlighted the AppalaV >Ê >ÃÊ>ÃÊiÊvÊÌ iÊÃÌÊ`Ài`Ê>`ÊÞiÌÊºÕ`iÀiÝ«Ài`»Ê
regions of the world. Today it is recognized as the newest hot
spot for natural gas exploration in the US. At the same time as
Norse Energy was developing its low-risk, long life reserves in
the Medina formation, the company was also establishing a position - in land, geology and technical expertise - in areas of northern Appalachia recognized for deeper, higher-impact potential.
Reports based on the unconventional Marcellus Shale blanket

formation of the area indicate that the reservoir may contain as
much as 50 trillion cubic feet of recoverable natural gas (according to a Pennsylvania State University study). As of year-end, the
company had approximately 150 000 leasehold acres in which
Marcellus shale is present and potentially productive. In addition, we have seismic interpretations and geology data supporting other targeted formations, such as the Herkimer, Oneida/
Oswego, Theresa and Black River.
The US 2008 drilling program is a mix of development and
exploratory wells, both vertical and horizontal, in a variety of
formations. Our ﬁrst horizontal wells drilled in central New
York are anticipated to yield an average of 1.2 bcf in recoverable
reserves, however, we are still early on our program. Proceeds
from the sale of the Medina assets will fund the higher-impact
drilling, but costs are anticipated to be higher than in past
drilling programs. However, we will focus on identifying high
quality wells to be drilled rather than number of wells drilled.
Targeted zones are deeper, rock is harder, and the technology for
horizontal drilling is more expensive than traditional Medina
drilling. Drilling contractors and service suppliers are in high
demand and generally require contracts based upon day rates
rather than footage rates. We have currently two rigs drilling in
the central New York area, and expect to have additional rigs
available by summer.
With production in close proximity to the high energy consumers of the East Coast and Midwest, Norse Energy’s US production should remain in high demand. However, in relation to
these forward-looking statements, it is important to note the
 iÀiÌÊÀÃÃÊ`iÃVÀLi`Ê>LÛiÊÕ`iÀÊº,ÃÊ>VÌÀÃ°»
We are very enthusiastic about the future for Norse Energy, and
believe we have a solid platform on which we intend to create
value for all our stakeholders.

The Board of Directors
Lysaker, April 18, 2008
Norse Energy Corp. ASA

Petter Mannsverk Andresen
Chairman of the Board

Jon-Aksel Torgersen
Director

Lise Heien Langaard
Director

Joey S. Horn
Director
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Øivind Risberg
Director and Chief Executive Ofﬁcer
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Petter Mannsverk Andresen, Chairman of the Board, born 1964. Mr. Mannsverk Andresen is partner with
marchFIRST, an advisory and investment company. Mr. Mannsverk Andresen was head of Enskilda Corporate Finance from 1997 to 2000. Other positions include Corporate Finance senior staff member in Handelsbanken Markets, Shipping Analyst in R.S. Platou Securities and Senior Project Leader in Arkwright. Mr.
Mannsverk Andresen graduated from Oslo Business Management Institute in 1990. Mr. Mannsverk Andresen
is a Norwegian citizen and resides in Oslo, Norway.

Lise Heien Langaard, Non-Executive Director, born 1957. Ms. Langaard has long experience from Hafslund
ASA and is currently the CEO of Hafslund Produksjon AS. Ms. Langaard is a board member of Kinetic Energy AS. Ms. Langaard holds a master of science from ETH Zurich, Switzerland. Ms. Langaard is a Norwegian citizen and resides in Oslo, Norway.

Joey S. Horn, Non-Executive Director, born 1966. Ms. Horn has signiﬁcant work experience from investment banking in New York from 1987 to 1995, including Vice President of Mergers and Acquisitions at
Credit Suisse First Boston, Financial Analyst and Associate with Smith Barney Corporate Finance and Director of Financial and Merchandise Planning for Saks Fifth Avenue. In Norway, Ms. Horn was a partner and
equity research analyst at HQ Norden Securities in Oslo from 1996 to 2000. In January 2008, Ms. Horn
joined the Board of Thoresen Thai Agencies Public Company Limited, a shipping and offshore oil and gas related services company listed on the Stock Exchange of Thailand. Ms. Horn has an MBA from Yale University
(1991) and a BA from Williams College (1987). Ms. Horn is a US citizen and resides in Singapore.

Jon-Aksel Torgersen, Non-Executive Director, born 1952. Mr. Torgersen is CEO of Astrup Fearnley AS, an
international brokerage house involved in shipping, offshore, ﬁnance and energy. Mr. Torgersen is a Board
member of I. M. Skaugen ASA, Chairman of the Board of Atlantic Container Line AB, Chairman of the
Board of Finnlines Plc, and Board member of a number of private companies involved in shipping, energy,
ﬁnancial services and real estate. Mr. Torgersen graduated from the University of St. Gallen, Switzerland with
an MBA in 1975. Mr. Torgersen is a Norwegian citizen and resides in Oslo, Norway.

Øivind Risberg, Chief Executive Ofﬁcer and Executive Director, born 1958. Mr. Risberg took over as CEO
of Norse Energy Corp. ASA in 2005 subsequent to the merger. He was the founder and the Managing Director of NaturGass (USA) AS since 1991. Mr. Risberg has 18 years of experience from the oil and natural gas
industry. He is a former partner of Alfred Berg Norge AS. Mr. Risberg has been the Chairman of the Board,
CEO and President of Norse Energy Corp. USA since 1993. Mr. Risberg is a Board Member of Biofuel
Energy ASA. He holds a Bachelor of Science degree from the University of Oslo, Norway, and a Bachelor of
Business Administration degree from the Norwegian School of Management. Mr. Risberg is a Norwegian
citizen and a resident of Houston, Texas.
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Consolidated Income Statement
(Amounts in USD 1 000, except share information)
Years ended December 31,

Note

2007

2006

2005

Total revenues

4,5,11

214 711

186 664

124 306

Operating Expenses
Trading purchase of natural gas
Production costs
Exploration and dry hole costs
Depreciation
Impairment
General and administrative expenses
Total operating expenses

5
4
4
5,9,10
5,9
6

-141 588
-25 802
-2 629
-28 901
-26 159
-17 870
-242 949

-135 329
-20 550
-1 660
-15 124
-13 261
-185 924

-82 288
-14 140
-497
-12 627
-7 541
-117 093

5

-28 327

740

7 213

11

4 002
-20 064
4 146
4 134

2 646
-11 136
1 354
-6 801

446
-5 544
3 497
-821

-7 782

-13 937

-2 422

Operating proﬁt / (-) loss
Interest income
Interest expense
Net foreign exchange gain / (-) loss
Other ﬁnancial items
Net ﬁnancial items
Share of proﬁt / (-) loss from equity accounted investees

4

-423

-

-

Net proﬁt / (-) loss for the year before tax and minority interests
Income tax

7

-36 442
7 737

-13 197
876

4 791
-2 560

-28 705
-

-12 321
-56

2 231
-282

Net proﬁt / (-) loss for the year before minority interests
Minority interests
Net proﬁt / (-) loss for the year

5

-28 705

-12 377

1 949

Earnings / (-) loss per share
Net proﬁt / (-) loss for the year before tax and minority interests
Net proﬁt / (-) loss for the year
Diluted earnings per share

8
8
8

-0.10
-0.08
-0.08

-0.04
-0.04
-0.04

0.01
0.01
0.01

The Board of Directors
Lysaker, April 18, 2008
Norse Energy Corp. ASA

Petter Mannsverk Andresen
Chairman of the Board

Jon-Aksel Torgersen
Director

Lise Heien Langaard
Director

Joey S. Horn
Director
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Øivind Risberg
Director and Chief Executive Ofﬁcer
.;;B.9 ?2=<?A $
C o n s o l i d a t e d Fi n a n c i a l S t a t e m e n t s 1 9

Consolidated Balance Sheet

(Amounts in USD 1 000)
As of December 31,

Note

2007

2006

4,9
4,9
10
5

55 442
63 675
5 790
124 907

74 172
54 959
5 826
134 957

4,5,9
4,9

159 160
4 459
163 619

164 323
3 815
168 138

4
11,15

1 734
18 446
308 706

7 330
310 425

14

3 051
43 523
43 747
36 568
126 889

3 237
32 296
55 740
91 273

435 595

401 698

ASSETS
Non-current assets
Intangible assets
Licenses
Undeveloped ﬁelds
Goodwill and other intangible assets
Total intangible assets
Property, plant and equipment
Field investment and equipment
Other ﬁxed assets
Total properties, plant and equipment
Investment in equity accounted investees
Other non-current assets
Total non-current assets
Current assets
Inventory
Accounts receivable and other short-term assets
Cash and cash equivalents
Assets classiﬁed as held for sale
Total current assets

11,15
3

TOTAL ASSETS

.;;B.9 ?2=<?A $
20 Consolidated Balance Sheets

5

A 49

Consolidated Balance Sheet

(Amounts in USD 1 000)
As of December 31,

Note

2007

2006

16
16
16
16

43 526
76 983
-14
120 495
-37 072
83 423

43 526
76 983
-14
120 495
-15 280
105 215

11,17
7
4,18

194 660
14 460
12 632
9 431
231 183

158 758
29 943
10 640
10 968
210 309

11
17

48 610
48 765
22 018
1 596
120 989

45 357
21 861
18 956
86 174

435 595

401 698

EQUITY AND LIABILITIES
Equity
Issued capital
Share premium reserve
Treasury shares
Total paid-in equity
Other equity
Total equity

16

Long-term liabilities
Long-term interest bearing debt
Deferred tax liability
Asset retirement obligations
Other long-term liabilities
Total long-term liabilities
Current liabilities
Accounts payable
Short-term interest bearing debt
Other current liabilities
Liabilities associated with assets held for sale
Total current liabilities

3

TOTAL EQUITY AND LIABILITIES
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Consolidated Statement of Changes in Equity

Nominal
Share
share premium
capital
reserve
At January 1, 2006

Treasury
shares

Retained
earnings

Other
equity

Minority
interest

Total

39 309

63 312

-14

- 4 481

-1 653

1 575

98 048

0

0

0

0

-455

0

-455

0
0
0

0
0
0

0
0
0

0
0
0

3 262
928
-31

0
0
0

3 262
928
-31

0
0
0

0
0
0

0
0
0

0
-12 377
-12 377

-47
0
3 657

0
0
0

-47
-12 377
-8 720

Share issue net of cost
Acquisition of minority
At December 31, 2006

4 217
0
43 526

13 671
0
76 983

0
0
-14

0
0
-16 858

0
-426
1 578

0
-1 575
0

17 888
-2 001
105 215

At January 1, 2007

43 526

76 983

-14

-16 858

1 578

0

105 215

0

0

0

0

-564

0

-564

0
0
0

0
0
0

0
0
0

0
0
-41

-749
768
7 499

0
0
0

-749
768
7 499

0
0
0

0
0
0

0
0
0

0
-28 705
-28 746

0
0
6 954

0
0
0

0
-28 705
-21 792

43 526

76 983

-14

-45 604

8 532

0

83 423

Cash ﬂow hedges,
amount recognized in income
Cash ﬂow hedges,
amount recognized in equity
Employee share options
Currency translation and other adjustments
Other income and expenses for the
year recognized directly in equity
Net loss for the year
Total income and expenses for the year

Cash ﬂow hedges,
amount recognized in income
Cash ﬂow hedges,
amount recognized in equity
Employee share options
Currency translation and other adjustments
Other income and expenses for the
year recognized directly in equity
Net loss for the year
Total income and expenses for the year
At December 31, 2007
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Consolidated Statement of Cash Flow

Years ended December 31,

2007

2006

-28 705

-12 377

55 060
-2 516
-12 709
- 1 470
-4 002
20 064
423

15 124
6 565
1 341
0
-3 088
8 562
0

-22 525
3 542
-4 349
2 813

8 411
1 698
6 089
32 325

Cash ﬂows from investing activities
Investments net of cash, in acquired business
Proceeds from sale of acquired assets
Acquisition of minority
Acquisition of oil put options

-5 087
4 000
0
0

-70 752
0
-2 001
-1 399

Interest received
Investment in property, plant and equipment
Net cash ﬂows from investing activities

3 515
-59 214
-56 786

2 680
-58 801
-130 273

Cash ﬂows from ﬁnancing activities
Net proceeds from issuance of shares
Proceeds from issuance of long-term debt
Interest paid
Repayment of long-term debt
Net cash ﬂows from ﬁnancing activities

0
112 335
-17 890
-59 964
34 481

17 888
147 464
-8 909
-42 239
114 204

7 499

97

-11 993

16 353

Cash and cash equivalents at beginning of the period

55 740

39 387

Cash and cash equivalents at the end of period

43 747

55 740

Cash ﬂows from operating activities
Net proﬁt / (-) loss
Adjustments to reconcile net proﬁt / (-) loss to
cash ﬂows from operating activities
Depreciation and impairment
Market adjustments, warrants, options and shares
Employee options accrual and other non-cash items
Gain on sale of property, plant & equipment
Interest income
Interest expense
Share of net loss of associate
Working capital adjustment:
Change in accounts receivable and other short-term assets
Change in accounts payable
Change in other assets and liabilities
Net cash ﬂows from operating activities

Effect of foreign currency translation adjustment
Change in cash and cash equivalents during the period
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Signiﬁcant accounting principles
Corporate information
ÀÃiÊ iÀ}ÞÊ À«°Ê-Ê>`ÊÌÃÊÃÕLÃ`>ÀiÃÊº ÀÃiÊ iÀ}Þ»ÊÀÊºÌ iÊV«>Þ»®ÊÜiÀiÊiÃÌ>LÃ i`Ê>ÃÊ>ÊÀiÃÕÌÊvÊÌ iÊiÀ}iÀÊLiÌÜiiÊ
NaturGass (USA) AS (NG) and Northern Oil ASA (NOI) in 2005. The transaction was effective for accounting purposes, February
25, 2005.
Norse Energy is an independent oil and natural gas company engaged in the acquisition, exploration and development of oil and
natural gas properties in Brazil and in the US. In the US, the company operates the majority of its natural gas properties, and in addition owns and operates gathering and transmission pipeline systems for natural gas and is engaged in marketing of natural gas through
its Energy Marketing division.
The company is the 100 % owner (direct and indirect) of all active companies in Brazil and the US, see note 24 for information on
Company Structure. The company’s shares are traded on the Oslo Stock Exchange (OSE).
Statement of compliance and basis of preparation
The consolidated ﬁnancial statements for the year ended December 31, 2007 were authorized for issue and signed by the Board of
Directors on April 18, 2008. The consolidated ﬁnancial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) and related interpretations, as well as additional disclosure requirements from the Norwegian Accounting
Act and Oslo Stock exchange regulations, effective for the year ended December 31, 2007.
In preparing the consolidated ﬁnancial statements for the current year, the company has adopted the following amendments to IFRS
and new standards:
- IFRS 7, Financial Instruments: Disclosures
Basis of consolidation
The consolidated accounts are comprised of the parent company Norse Energy Corp. ASA and its subsidiaries in Canada, Brazil and
the US.
The consolidated accounts are prepared in USD, which is the functional currency of Norse Energy Corp. ASA. USD is also the
functional currency for all subsidiaries except for Rio das Contas and Morro de Barro that have Brazilian Real as the functional currency. Consistent accounting policies are applied in the accounts of the companies and their respective subsidiaries, for the purpose of
preparing the consolidated ﬁgures. All signiﬁcant inter-company transactions, receivables and liabilities are eliminated.
The purchase method of accounting is applied when accounting for business combinations. The cost of the acquisition is measured as
the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued
by the acquirer, in exchange for control of the acquirer plus any cost directly attributable to the business combination. Should further
information on assets and liabilities as at the transaction date come to light after the acquisition has taken place, the assessment of the
fair value of assets and liabilities may be determined provisionally within 12 months.
Comparable numbers for 2006 in the cash ﬂow statement have been reclassiﬁed to correctly compare to 2007.
Balance sheet classiﬁcation
Assets and liabilities with a settlement date more than one year from the balance sheet date are classiﬁed as non-current items in the
balance sheet. Other assets and liabilities are classiﬁed as current items.
Foreign currency translation
Functional currency is the currency of the primary economic environment in which each company operates and is normally the currency in which the company primarily generates revenues and incurs expenses.
In individual companies, transactions in foreign currencies are initially recorded in the functional currency by applying the rate of
exchange prevailing at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into
the functional currency at the rate of exchange prevailing at the balance sheet date. Any resulting exchange differences are included
in the income statement. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are
translated into the functional currency using the rates of exchange as at the dates of the initial transactions.
In the consolidated ﬁnancial statements, the assets and liabilities of non-USD functional currency subsidiaries, including related
goodwill, are translated into USD at the rate of exchange ruling at the balance sheet date. The results and cash ﬂows of non-USD
functional currency subsidiaries are translated into USD using average rates of exchange. Foreign exchange adjustments arising when
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the opening net assets and the proﬁts for the year retained by non-USD functional currency subsidiaries are translated into USD are
taken to a separate component of equity.
Interests in associates
An associate is an entity over which the company has signiﬁcant inﬂuence and that is neither a subsidiary nor an interest in a joint
venture. Signiﬁcant inﬂuence is the power to participate in the ﬁnancial and operating policy decisions of the investee but is not control or joint control over those policies. Signiﬁcant inﬂuence is presumed to exist when the company holds an interest between 20 %
and 50 % in another entity. However, signiﬁcant inﬂuence can also exist when the company has an ownership interest below 20 % if
factors such as representation on the board of directors or inﬂuence of the day-to-day decision-making in the other entity are present.
Associates are accounted for using the equity method and are initially recognized at cost. The company’s investment includes goodwill
identiﬁed on acquisition, net of any accumulated impairment losses. The consolidated ﬁnancial statements includes the company’s
share of the income and expenses and equity movements of the investee, after adjustments to align the accounting principles of the
investee to those of Norse Energy, from the date that signiﬁcant inﬂuence commences until the date such inﬂuence ceases. When the
company’s share of losses exceeds the interest in the investee, the carrying amount of the interest is reduced to zero and further losses
are only recognized to the extent that the company has an obligation or has made payments on behalf of the investee.
Where a group entity transacts with an associate of the company, proﬁts and losses are eliminated to the extent of the company’s interest in the relevant associate.
Interests in joint ventures
A joint venture is a contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint
control. Joint control exists when the strategic ﬁnancial and operating decisions relating to the activity require the unanimous consent
of the parties.
The company recognizes its interests in jointly controlled ﬁeld assets by accounting for its share of sales, production costs and exploration cost using the line-by-line reporting format for proportionate consolidation. The company’s share of ﬁeld investments are
included pro rata in the balance sheet.
Sales revenues
Sales of petroleum products are recorded as income at the time of delivery as the title passes to the customer based on the contractual
terms of the agreements. The company uses the entitlement method to account for gas imbalances. Under this method, revenue is
recorded on the basis of the company’s proportionate share of total gas sold from the affected wells. Revenue from ﬁelds in production
is recorded net of royalties.
Revenue from gathering fees is recorded on an accrual basis as the gas is gathered. Both sales revenues and purchases related to the
Energy Marketing division are recorded gross.
Income tax
The tax expense consists of payable tax and changes to deferred tax. Deferred tax/tax assets are calculated on all taxable temporary differences, with the exception of goodwill for which amortization is not deductible for tax purposes. The single asset exemption is used
when deemed appropriate.
Deferred tax assets are recognized when it is probable that the company will have a sufﬁcient proﬁt in the future for tax purposes to
utilize the tax asset. At each balance sheet date, the company carries out a review of its deferred tax assets and the value it has recognized. The company recognizes formerly unrecognized deferred tax assets to the extent that it has become probable that the company
can utilize the deferred tax asset. Similarly, the company reduces its deferred tax assets to the extent that it can no longer utilize these.
Deferred tax assets and deferred tax liabilities are measured on the basis of the expected future tax rates applicable to the subsidiaries
where temporary differences have arisen.
Deferred tax assets and deferred tax liabilities are recognized at their nominal value irrespective of when the differences will be reversed
and classiﬁed as non-current asset or long-term liabilities in the balance sheet.
The payable tax and deferred tax is recognized directly in equity to the extent that they relate to transactions that are recognized
directly in equity.
Earnings per share
Earnings per share is calculated using earnings for the period divided by the weighted average number of shares outstanding during
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the period. When calculating the diluted earnings per share, the earnings that is due to the ordinary shareholders of the parent and the
weighted average number of ordinary shares outstanding are adjusted for the dilution effects relating to warrants and employee share
options.
Non-current assets held for sale
Non-current assets and disposal groups classiﬁed as held for sale are measured at the lower of carrying amount and fair value less costs
to sell.
Non-current assets and disposal groups are classiﬁed as held for sale if their carrying amounts will be recovered through a sale transaction rather than through continued use. This condition is regarded as met only when the sale is highly probable and the asset or
disposal group is available for immediate sale in its present condition. The company’s management must be committed to the sale,
and the sale should be expected to qualify for recognition as a completed sale within one year from the date of classiﬁcation.
Once property, plant and equipment and intangible assets are classiﬁed as held for sale, no further depreciation will take place.
Goodwill
Excess value on the purchase of operations that cannot be allocated to identiﬁable assets or liabilities on the acquisition date is classiﬁed in the balance sheet as goodwill.
The goodwill acquired in a business combination is measured after initial recognition at cost less any accumulated impairment losses.
The goodwill is tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be
impaired.
Property, plant, equipment and intangible assets
Licenses, undeveloped ﬁelds, and property, plant and equipment are recorded in the balance sheet at their historical cost less accumulated depreciation and any write-downs.
The company accounts for its natural gas exploration, development and production activities under the successful efforts method
of accounting. Under this method, costs of acquiring properties, costs of drilling development wells, and costs of drilling successful
exploratory wells are capitalized. Costs without any identiﬁable future beneﬁt are expensed, like geological and geophysical costs, and
the costs of drilling exploratory wells that do not ﬁnd proved reserves. Capitalized costs and production equipment are depleted under
the unit-of-production method based on estimated proven developed oil and natural gas reserves, while depletion of licenses are based
on proven developed and undeveloped reserves. Costs for future abandonment of the offshore and onshore facilities are capitalized as
part of the investment, and accrued as a liability. Interest costs related to ﬁnancing for ﬁelds under development are being capitalized.
The depletion base includes total capitalized costs and it is reduced with salvage value.
In classifying such costs, a distinction is made between tangible and intangible assets. This assessment is made on a ﬁeld-by-ﬁeld basis.
Costs relating to drilling of exploratory wells and geological and geophysical activities are classiﬁed as intangible assets. Such assets will
be re-classiﬁed to tangible assets when the technical feasibility and commercial viability of extracting the resources are demonstrable.
Depreciation for the natural gas gathering systems and the transmission line is computed using the straight-line method over a period
of 20 and 30 years of useful life.
Furniture’s, ﬁxtures and equipment is depreciated straight-line over 3 to 10 years and buildings 25 to 40 years.
Impairment of long-lived assets
An assessment of impairment losses on long-lived assets is made when there is an indication of a fall in value. If an asset’s carrying
amount is higher than the asset’s recoverable amount, an impairment loss will be recognized in the income statement. In the case of
a write-down, the fair value will be set at the highest of market value and value in use. If no market value is available, the fair value
is set at the net discounted future cash ﬂows. For the oil and gas ﬁelds, capitalized costs less accumulated depreciation are compared
with the estimated discounted value of the cash ﬂows from the ﬁelds, based on management’s expectations of future reserves as well as
economic and operating conditions. If the discounted value of the ﬁeld is lower than the book value, the ﬁeld is written down to its
fair value.
Derivatives and hedge accounting
Derivatives are recorded in the balance sheet at their fair value as either assets or liabilities. Typical derivatives for the company include
forward sales of natural gas, oil put options and currency swaps. Adjustments in the fair value of the derivatives are reﬂected in the
current period’s proﬁt and loss, unless the contract qualiﬁes for cash ﬂow hedge accounting.
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Norse Energy’s criteria for classifying a derivative as a cash-ﬂow hedge are as follows: (1) the hedge is expected to be effective in that it
counteracts changes in the fair value of an identiﬁed asset or cash ﬂows from forthcoming transactions - a hedging efﬁciency within
the range of 80-125% is expected, (2) the effectiveness of the hedge can be reliably measured, (3) there is adequate documentation
when the hedge is entered into that the hedge is effective, (4) for cash-ﬂow hedges, the forthcoming transaction must be probable, and
(5) the hedge is evaluated regularly and has proven to be effective.
Changes in the fair value of a hedging instrument that meet the criteria for cash ﬂow hedge accounting are taken directly to equity.
The ineffective part of the hedging instrument is recognized directly in the income statement.
If the hedge of a cash ﬂow results in an asset or liability being recognized, all former gains and losses recognized directly in equity are
transferred from equity and included in the initial measurement of the asset or liability. For other cash-ﬂow hedges, gains and losses
recognized directly in equity are taken to the income statement in the same period as the cash ﬂow which comprises the hedged object
is recognized in the income statement.
If the hedge no longer meets the criteria for cash-ﬂow hedge accounting, the hedge accounting is discontinued. The cumulative gain
or loss on the hedging instrument recognized directly in equity remains separately recognized in equity until the forecast transaction
occurs.
If the hedged transaction is no longer expected to occur, any previously accumulated gain or loss on the hedging instrument that has
been recognized directly in equity will be recognized in proﬁt or loss.
Share options granted to employees
The cost of equity-settled transactions with employees is measured by reference to the fair value at the date at which they are granted.
The cost of equity-settled transactions is recognized, together with a corresponding increase in equity, over the period in which the
performance conditions are fulﬁlled, ending on the date on which the relevant employees become fully entitled to the award (vesting
date).
Pension expenses
Norse Energy has no pension liabilities or pension plans for foreign subsidiaries.
Pension costs and pension liabilities in the parent company are estimated and recognized on a straight line basis considering ﬁnal
salary. The calculation is based on actuarial assumptions, e.g. discount rate, future salary adjustments, future return on pension funds
and assumptions on mortality and voluntary resignation. Pension funds are recognized at fair value and deducted from net pension
liabilities in the balance sheet. When the accumulated effect of changes in and deviations from actuarial assumptions (changes in estimates) exceed 10% of the higher of pension obligations and pension plan assets, the excess amount is recognized over the estimated
average remaining service period. The parent company changed pension plans in mid-2007. The new deﬁned contribution plan in
place has resulted in no pension liabilities being recorded by year-end 2007.
Inventory
Inventories consist of unlifted crude oil and are valued at lower of production cost and net realizable value. Production cost consists
of cost of direct material, labor and certain corporate overhead cost. Net realizable value is the estimated selling price in the ordinary
course of business, less estimated selling expenses.
Cash and cash equivalents
Cash and cash equivalents consist of cash, demand deposits and highly liquid ﬁnancial instruments with an original maturity of three
months or less after the purchase date.
Receivables
Receivables are carried at amortized cost. The interest element is disregarded if it is insigniﬁcant. Should there be objective evidence of
a fall in value, the difference between the carrying amount and the present value of future cash ﬂows is recognized as a loss, discounted
by the receivable amount’s effective interest rate.
Equity
Treasury shares
The par value of treasury shares is presented in the balance sheet as a negative equity element. The purchase price in excess of the par
value is recognized in other equity. Losses or gains on transactions involving Norse Energy’s shares are not recognized in the income
statement.
Costs of equity transactions
Transaction costs relating to an equity transaction are recognized directly in equity after deducting tax expenses. Only transaction
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costs directly linked to the equity transaction are recognized directly in equity.
Cash-ﬂow hedges
Cash-ﬂow hedges represent the total net change in the fair value of the cash-ﬂow hedge until the hedged cash ﬂow arises or is no
longer expected to arise.
Loans
Loans are recognized at the amount received, net of transaction costs. The loans are thereafter recognized at amortized costs using the
effective interest rate method, with the difference between the net amount received and the redemption value being recognized in the
income statement over the term of the loan.
The company has bond loans denominated in USD with detachable warrants. As the warrants are settled in NOK and the company’s
functional currency is USD, the IFRS deﬁnition of an equity instrument is not met, and these warrants have been classiﬁed as a liability. The warrants are adjusted to fair value at each reporting date with a corresponding charge to the income statement.
Asset retirement obligation
Net present value of the estimated asset retirement obligation is recognized as soon as the obligation to dismantle and remove production assets, pipelines and other installations exists. The corresponding cost of the retirement obligation is capitalized as part of the
development cost or acquisition cost and depreciated. The asset retirement obligation is accreted to the discounted liability, with the
accretion of the discount being classiﬁed as interest expense.
Provisions
Provisions are recognized when the company has a valid liability (legal or estimated) as a result of events that have taken place and it
can be proven probable (more probable than not) that a ﬁnancial settlement will take place as a result of this liability, and that the size
of the amount can be measured reliably. Provisions are reviewed on each balance sheet date and their level reﬂects the best estimate of
the liability. When the effect of time is insigniﬁcant, the provisions will be equal to the size of the expense necessary to be free of the
liability. When the effect of time is signiﬁcant, the provisions will be the present value of future payments to cover the liability. Any
increase in the provisions due to time is presented as interest costs.
IFRS and IFRIC Interpretations Not Yet Effective
As of the date of authorization of these ﬁnancial statements, the standards and interpretations detailed below are anticipated to be
relevant to Norse Energy’s ﬁnancial reporting under IFRS.
UÊi`iÌÊÌÊ,-ÊÓ]Ê- >Ài >Ãi`Ê*>ÞiÌ\Ê6iÃÌ}Ê `ÌÃÊ>`Ê >Vi>ÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓää®
UÊi`iÌÊÌÊ,-ÊÎ]Ê ÕÃiÃÃÊ L>ÌÃÊivviVÌÛiÊÕÞÊ£]ÊÓää®
UÊ,-Ên]Ê"«iÀ>Ì}Ê-i}iÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓää®
UÊi`iÌÊÌÊ-Ê£]Ê*ÀiÃiÌ>ÌÊvÊ>V>Ê-Ì>ÌiiÌÃ\ÊÊ,iÛÃi`Ê*ÀiÃiÌ>ÌÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓää®
UÊi`iÌÊÌÊ-ÊÓÎ]Ê ÀÀÜ}Ê ÃÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓää®
UÊi`iÌÊÌÊ-ÊÓÇ]Ê Ã`>Ìi`Ê>`Ê-i«>À>ÌiÊ>V>Ê-Ì>ÌiiÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓä£ä®
UÊi`iÌÊÌÊ-ÊÎÓ]Ê>V>ÊÃÌÀÕiÌÃ\Ê*ÀiÃiÌ>ÌÊ>`Ê-Ê£]Ê*ÀiÃiÌ>ÌÊvÊ>V>Ê-Ì>ÌiiÌÃÊÊ*ÕÌÌ>LiÊ>V>Ê
Instruments and Obligations Arising on Liquidation (both effective January 1, 2009)
UÊ, Ê££]ÊÀÕ«Ê/Ài>ÃÕÀÞÊ- >ÀiÊ/À>Ã>VÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓään®
UÊ, Ê£Ó]Ê-iÀÛViÊ ViÃÃÊÀÀ>}iiÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓään®
UÊ, Ê£Î]Ê ÕÃÌiÀÊÞ>ÌÞÊ*À}À>iÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓää®
UÊ, Ê£{]Ê-Ê£ÊÊ/ iÊÌÊÊ>Ê iwi`Ê iiwÌÊÃÃiÌ]ÊÕÊÕ`}Ê,iµÕÀiiÌÃÊivviVÌÛiÊ>Õ>ÀÞÊ£]ÊÓään®
The effective dates listed above are applicable to accounting periods beginning on or after that speciﬁc date. The company plans to
adopt the new standards and interpretations from each of the effective dates.
The company expects that adoption of the pronouncements listed above will not have any major impact on the company’s ﬁnancial
statements in the period of initial application. However, such impacts are still being evaluated.
Use of estimates
Preparation of the ﬁnancial statements requires Norse Energy to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenue and expenses, as well as disclosures of contingencies.
The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet date, 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.
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Price of oil and natural gas
The company’s sales of crude oil and natural gas are subject to price ﬂuctuations. Any substantial fall in the price of oil and natural gas
might have material effect on the value of the oil and natural gas ﬁelds.
Reserves
The company uses reserve reports prepared by independent reservoir engineer ﬁrms (Gaffney Cline & Associates for reserves in Brazil
and Schlumberger Data & Consulting Services for reserves in the US) as basis for its investment plans in oil and gas properties. Such
reports are obtained at least annually to establish the expected production proﬁles for the ﬁelds in production and the expected economic lifetime of the ﬁelds. Any signiﬁcant reduction in reserves might lead to a write down of ﬁeld investments through impairment
tests, increased future depreciations and alterations of planned capital expenditures. The carrying amounts for ﬁeld investments were
USD 159 million and USD 164 million in 2007 and 2006, respectively.
Inventory
Estimated selling price is normally based on Brent Blend and the estimated selling expenses are based on average direct production
costs including royalties. The carrying amounts for inventory were USD 3.1 million and USD 3.2 million in 2007 and 2006, respectively.
Asset Retirement Obligation
When production from a well or a ﬁeld ceases, the company is obligated to shut in the well and remove installation from the well or
ﬁeld. Provisions for these costs are the best available estimates from the ﬁeld operator, based on today’s technology and today’s prices
for equipment and manpower. The amount recognized is the estimated expenditures determined in alignment with the ﬁeld operator,
local conditions and requirements. Asset retirement obligations were booked at USD 12.6 million and USD 11.0 million in 2007
and 2006, respectively.
Technical risk in development of Brazilian oil and gas ﬁelds and production start-up
The development of the Brazilian oil and gas ﬁelds in which Norse Energy has an ownership is associated with signiﬁcant technical risk and uncertainty with regards to timing of production start. Risks include, but are not limited to, cost overruns, production
disruptions as well as delays compared to initial plans laid out by the operator. Some of the most important risk factors are related
to the determination of reserves, the recoverability of reserves, and the planning of a cost efﬁcient and suitable production method.
There are also technical risks present in the production phase that may cause cost overruns, failed investment, and destruction of wells
and reservoirs.
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Business combination
During 2007 and 2006, the company had several business combinations. The ﬁnancial statements for 2006 have been changed due to
purchase price allocation carried out in 2007.
Acquisition of Vandermark and sale of Vandermark assets
During the ﬁrst quarter of 2007, Norse Energy completed the acquisition of a small E&P company, Vandermark Exploration Inc.,
operating in New York State. Immediately following the acquisition, the company sold the majority of the Vandermark assets to
Somerset Production Company (Somerset) with a net gain of USD 1.45 million which reﬂected
UÊ >Ê}>ÊvÊ1- Êä°ÊÊLi`ÊÊÌ iÊwÀÃÌÊµÕ>ÀÌiÀÊÀi«ÀiÃiÌ}ÊÌ iÊ`vviÀiViÊLiÌÜiiÊÌ iÊV>Ã Ê«>ÞiÌÊÀiViÛi`Ê>`ÊÌ iÊÛ>ÕiÊÊ
of retained assets, and
UÊ >Ê}>ÊvÊ1- Êä°xxÊÊLi`ÊÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊÀi«ÀiÃiÌ}Ê£Ç°xÊ¯ÊvÊÌ iÊÛ>ÕiÊvÊÌ iÊ>ÃÃiÌÃÊÃ`ÊÌÊ-iÀÃiÌÊÊÀiÌÕÀÊÊ
for 17.5 % ownership interest in Somerset.
Somerset is a Delaware limited liability company engaged in the business of oil and natural gas exploration and production in the
Appalachian Basin. Somerset has an interest in about 100 000 acres of land in New York State and has raised a signiﬁcant amount of
capital in order to carry out the current exploration program. However, as a reliable measure of the price of shares in Somerset could
not be established, only USD 0.55 million reﬂecting our indirect interest in the assets sold to Somerset has been attributed to this
ownership when accounting for business combinations.
Acquisition of additional 7.5% interest in the BS-3 project
In May 2006, the company executed a ﬁnal purchase agreement with Starﬁsh Oil & Gas SA, a Brazilian Corporation, to buy its 7.5
% participating interest in the BS-3 project. The BS-3 Project includes the Cavalo Marinho, Estrela-do-Mar and Coral ﬁelds. The
acquisition was effective as of March 1, 2006, and ANP approval was given in August 2006. The purchase price was adjusted with a
pro-contra settlement for activity in the period, and production resulting from the purchase is included from August.
For accounting purposes, the acquisition was reassessed in the second quarter in 2007. The purchase price was USD 17.5 million
whereof USD 3 million is contingent upon certain milestones. As of December 31, 2006 USD 16 million was booked for this
acquisition. Upon reassessing this acquisition, management believes the remaining contingent payment of USD 1.5 million related to
Coral performance, will not become payable.
The pro-contra settlement reduced Norse Energy’s purchase price for the Coral ﬁeld with USD 1.9 million to USD 6.6 million. The
ﬁnal purchase price allocation for this acquisition is shown in the table below:

7.5 % interest in the BS-3 project
(in USD million)

August
2006

Pro
contra

Adjustment
June 2007

Final
allocation

Coral (7.5 %)
- Field investments

8.50

-1.90

-3.30

3.30

7.00

-

-6.83

0.17

-

-

6,44

6.44

0.50

-

-0.36

0.14

-

-

3.79

3.79

16.00

-1.90

-0.26

13.84

Cavalo Marinho (7.5 %)
- Undeveloped Fields
- Licenses

Estrela-do-Mar (7.5 %)
- Undeveloped Fields
- Licenses

TOTAL
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Acquisition of additional 15% interest in Cavalo Marinho and 30% interest in Estrela-do-Mar
Norse Energy purchased a 15 % interest in Cavalo Marinho and 30 % interest in Estrela-do-Mar from Queiroz Galvão Perfuração SA
in November 2005. The company received ANP approval of the acquisition in July 2006. The purchase price was USD 14 million
and it is conditional upon certain milestones.
For accounting purposes, the acquisition was reassessed in the second quarter of 2007. Upon reassessing this acquisition, management
believes all milestones will be met, and the purchase price should remain at USD 14 million. Management’s ﬁnal purchase price allocation is in line with the allocation as of year-end 2006; USD 9 million is booked for the interest in Cavalo Marinho and USD
5 million is booked to Estrela-do-Mar.
Acquisition of interest in the Sardinha ﬁeld
In November 2006, Norse Energy received the ANP approval for the 20 % interest acquired from Companhia Brasileira de Petróleo
Ipiranga for the Sardinha ﬁeld in the State of Bahia offshore Brazil. The purchase price was USD 4 million and is subject to certain
milestones. As of December 31, 2006, no portions of the purchase price had been booked. Management has reassessed this as of
March 31, 2007, and booked a total of USD 4 million to undeveloped ﬁelds.
Acquisition of Rio das Contas Produtora de Petroleo Ltda (Rio das Contas) and Morro do Barro Produtora de Petroleo Ltda
(Morro do Barro)
In early 2006, Norse Energy acquired the companies Rio das Contas and Morro do Barro from Petroserv. Rio das Contas holds a 10
% interest in the BCAM-40 block offshore Brazil, which includes the Manati ﬁeld. Morro do Barro holds an 18.3 % interest in both
BM-CAL 5 and BM-CAL 6 blocks, also offshore Brazil. The total consideration for these interests was USD 40 million.
For accounting purposes, the acquisition was reassessed in the second quarter. Upon reassessing this acquisition, management has
made certain adjustments to the purchase price allocation. The ﬁnal purchase price allocation for this acquisition is shown in the table
below:

Rio das Contas & Morro do Barro
(in USD million)

August
2006

Adjustment
June 2007

Final
allocation

Manati (10 %)
- Field investments

28.32

-

28.32

- Licenses

33.95

-10.25

23.70

-

11.99

11.99

11.65

-1.74

9.91

0.05

-

0.05

Total assets

73.97

-

73.97

Assumed liabilities

18.77

-

18.77

Deferred tax upon acquisition

15.20

-

15.20

Total fair value of assets

40.00

-

40.00

BCAM-40 Exploration block (10 %)
- Licenses

BM-CAL 5&6 (18.33 %)
- Licenses
- Current assets
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Assets held for sale
Sale of Medina Field Assets
On October 29, 2007, Norse Energy accepted an offer to sell all of its operated Medina Field assets in New York and Pennsylvania.
On January 17, 2008, the company entered into a Purchase and Sale Agreement with EnerVest, Ltd. and certain of its afﬁliated parties to sell these assets for a consideration of USD 67 million. The transaction closed after year-end on March 14, 2008. The effective
date of this transaction will be January 1, 2008.
/ iÊV«>ÞÊ >ÃÊÀiV>ÃÃwi`ÊÌ ÃÊ}ÀÕ«ÊvÊ>ÃÃiÌÃÊÌÊºÃÃiÌÃÊ i`ÊvÀÊÃ>i»Ê>ÃÊvÊ iViLiÀÊÎ£]ÊÓääÇÊÊiÊÜÌ Ê>««V>LiÊ,-ÊÃÌ>dards. Due to this reclassiﬁcation, no depreciation has been recognized in the fourth quarter related to the Medina ﬁeld assets. The
major classes of assets and liabilities related to the Medina Field assets, reported within the US E&P segment, classiﬁed as held for sale
at December 31, 2007 are set out below:

(Amounts in USD 1 000)

Assets

2007

- Field investments

36 541

- Trade receivables

27

- Cash and cash equivalents

0

Total assets classiﬁed as held for sale

36 568

Liabilities
- Abandonment costs

-1 287

- Other liabilities

-309

Total liabilities associated with assets classiﬁed as held for sale

-1 596

Net assets classiﬁed as held for sale

34 972
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Interests in joint ventures
JOINT VENTURES
Brazil
Santos Basin
Norse Energy participates in multiple E&P Joint Ventures agreements in Brazil. The company’s entrance in Brazilian oil industry
were made by participating in three oil development and production licenses located in the Santos basin outside the southeast coast of
Brazil together with the partners Petrobras (Operator) and Queiroz Galvão. These licenses are for Coral, Estrela-do-Mar and Cavalo
Marinho. Per year-end Norse Energy owns a 35 % interest in Coral, 65 % in Estrela-do-Mar and 50 % in Cavalo Marinho.
The Coral ﬁeld has been developed and in production since February 2003. The license partners have entered into joint venture
agreements in respect to the exploration and development of the Coral and Estrela-do-Mar ﬁelds, and another similar agreement for
the Cavalo Marinho ﬁeld.
The joint venture partners in the Coral ﬁeld have also entered into an oil sales agreement with Petrobras for the oil produced from the
Coral ﬁeld with price linked to Brent Blend.
In the ANP (Brazilian Petroleum Agency) 9th bidding round held in November 2007, the company was awarded three blocks in the
Santos basin; blocks S-M-1035, S-M-1036 and S-M-1100. Norse Energy is the operator of these blocks with an interest of 50 %. The
contracts will be signed in 2008.
Camamu-Almada Basin
Norse Energy’s asset portfolio in Brazil also includes three distinct Joint Ventures in the Camamu-Almada offshore basin, located on
the northeastern coast of the country: BCAM-40 Block, Sardinha ﬁeld, as well as BM-CAL 5 and BM-CAL 6 exploration blocks.
The concession for BCAM-40, covering approximately 935 km2, was awarded to Petrobras in 1998. In 1999 Petrobras presented a
farm-in opportunity for participation in the concession. As a result of that offering a Consortium Contract, a Participation Agreement
and a Joint Operating Agreement among Petrobras, Queiroz Galvao and Petroserv were executed in 2000. In 2006, Norse Energy
ﬁnalized the acquisition of Rio das Contas Petróleo Ltda from Petroserv, a company that participates in the consortium. Two important discoveries were made on this block: the Manati gas ﬁeld, currently the second biggest unassociated gas ﬁeld in Brazil, and the
BAS-131 oil and gas accumulation, which is under evaluation. Petrobras operates the exploration and development and production
activities in the block and holds 35 % of the interests, while Queiroz Galvao is the majority partner with 55 % and Rio das Contas
participates with 10 %.
The Sardinha ﬁeld lies about 3 km from the coast line of Bahia State. It is a gas ﬁeld with an oil rim on the eastern side of the structure. The operator is El Paso Corporation (40 %) and the partners are Petrobras (40 %) and Norse Energy (20 %). The consortium is
currently discussing the development plan of the ﬁeld.
Norse Energy is part of another Joint Venture in the Camamu-Almada basin for the exploration blocks BM-CAL 5 and BM-CAL
6. Both blocks comprise an area of 1 120 km². The Joint Venture consists of Petrobras (operator) that holds 45 % interest, Queiroz
Galvao with 18.34 %, El Paso with 18.33 % and Norse Energy, through its subsidiary Morro do Barro Petróleo with 18.33%.
Lastly, Norse Energy is involved in a Joint Venture related to the concession of the exploration blocks BT-REC-22 and BT-REC-30.
These blocks cover a total of 51 km² and are in the ﬁrst exploration period. The composition of the consortium that holds the concession is: Starﬁsh Oil and Gas (operator with 40 %), Norse Energy (30 %) and Dove Energy (30 %).
Development and production is in accordance with the joint operating agreements under joint control. The joint venture agreements
correspond to a widely adopted practice in the international oil industry, where companies endeavor to share the risks inherent in
exploration and production projects.
USA
In the US certain of the natural gas wells are in joint control with other partners. The joint venture agreements correspond to a widely
adopted practice in the international oil industry, where companies endeavor to share the risks inherent in exploration and production
projects.
ASSOCIATES
During the ﬁrst quarter of 2007, the company acquired a 17.5 % interest in Somerset as part of the payment for assets in the Vandermark transaction (see details in note 2). This initial interest was booked at USD 0.55 million which reﬂected the company’s 17.5 %
interest in the assets transferred to Somerset, using the same value of the assets as per the business combination assessment. During
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2007, the company participated in a private placement of shares in Somerset, and recorded the cost of the purchased shares at USD
1.59 million. Following this offering, Norse Energy has an 18.08 % interest in Somerset booked at USD 2.1 million. Although Norse
Energy holds less than 20 % of the common shares of Somerset and it has less than 20 % of the voting power in the shareholder
meetings, the company exercises signiﬁcant inﬂuence by virtue of a contractual right to appoint one director to the Board of Directors
in Somerset, as well as inﬂuence on day-to-day operations together with technical expertise provided by Norse Energy. Refer to note 2
for details on Somerset.
In accounting for the interest in associates, the company has made certain adjustments to the ﬁnancial statements as provided from
Somerset to align this to the accounting principles of Norse Energy. Most notably, adjustments have been made to apply the successful efforts method of accounting as opposed to the full cost method. A summary of the adjusted unaudited ﬁnancial ﬁgures from
Somerset for 2007 is provided below:
(Amounts in USD 1 000)
Assets
Current assets
Non-current assets
Total assets

Liabilities
11 585
9 226
20 812

Current liabilities
Non-current liabilities
Total liabilities

Income
5 166

Revenues

323

0

Expenses

-2 665

Proﬁt/(-) loss

-2 342

5 166

Norse Energy share (18.08 %)

-423

Following this loss pick-up, the investment was booked at USD 1.7 million. The company did not hold any interest in associates in 2006.
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Segment information
The primary segment reporting format is determined to be business segments as the risks and rates of return of Norse Energy are
predominantly affected by differences in the products sold and services rendered. Secondary information is reported geographically;
however, as there is only one deﬁned segment outside of USA, both primary and secondary information is presented in one table. The
deﬁned operating segments are organized and managed individually according to the nature of the products and services rendered.
Each segment represents a strategic business unit that offers different products and services to different markets.
Transfer prices between segments are set on an arm’s length basis in a manner similar to transactions with third parties. Segment
results, assets and liabilities include items directly attributable to a segment as well as those that can be allocated on a reasonable basis.
Norse Energy has four segments:
UÊ Ý«À>ÌÊ>`Ê*À`ÕVÌÊvÊÊ>`Ê>ÌÕÀ>Ê}>ÃÊÊ À>âÊ À>âÊ E*®
Norse Energy participates in a number of oil and natural gas exploration and production licenses located in the Santos basin outside
the south-east coast of Brazil and in the Camamu-Almada basin offshore Brazil in the state of Bahia.
UÊ Ý«À>ÌÊ>`Ê*À`ÕVÌÊvÊ>ÌÕÀ>Ê}>ÃÊÊÌ iÊ1-Ê1-Ê E*®
The US E&P operates in two main areas, the Lake Shore ﬁeld of western New York and northwestern Pennsylvania (the Jamestown
area) and the Bradley Brook ﬁeld in central New York. The company operates ~400 wells and owns an interest in several non-oper
ated wells. The divisions land, geological and geophysical activities are located in Buffalo, NY.
UÊ >Ì iÀ}Ê>`Ê/À>ÃÃÃÊvÊ>ÌÕÀ>Ê}>ÃÊÊÌ iÊ1-Ê1-ÊE/®
The company owns and operates ~500 miles of gathering and transmission pipelines. One pipeline system consists of about 320
miles of high pressure steel pipeline capable of gathering natural gas from over 6 500 gas wells located in western New York and
northwestern Pennsylvania. The lines have delivery points into major interstate pipelines, as well as to local end users.
UÊ iÀ}ÞÊ>ÀiÌ}Ê ÛÃÊÊÌ iÊ1-Ê1-Ê ®
The EM division is made up of Mid American, an established energy marketing and trading company in the Appalachian region.
The focus of the EM division is to add value to the company’s business by attracting gas ﬂow to its proprietary pipelines and by
optimizing the value of the Norse Energy’s gas production and that of the other local Appalachian producers. The division offers
a full range of services to the natural gas producers, commercial and industrial consumers, and pipeline companies from the Ohio
Valley to the East Coast of the US.
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Corporate overhead expenses, assets and liabilities from the Houston and Oslo ofﬁces are presented together under the heading Corporate. Eliminations are presented separately and consist mainly of intercompany sales, transportation fees and management fees.
(Amounts in USD 1 000)

Financial year 2007
Income Statement
Total revenues
EBITDA*
Depreciation
Impairment
EBIT**

Brazil E&P
46 621
18 305
-24 138
-26 159
-31 992

USA E&P
14 407
6 736
-3 391
3 345

USA G&T
6 646
4 123
-1 028
3 095

USA EM
158 247
3 803
-45
3 758

Net proﬁt / (-) loss

-34 229

1 797

2 168

2 842

Corporate Eliminations
-11 210
-6 109
-35
-264
-35
-6 373
-70
-15 156

Total
214 711
26 823
-28 901
-26 159
-28 237

13 878

-28 705

Corporate Eliminations
363 397
-331 449

Total
124 907
159 160
435 595

*) Earnings before interest, taxes, depreciation and amortization
**) Earnings before interest and taxes.
Balance Sheet
Intangible assets
Field investments
Total segment assets

Brazil E&P
114 705
110 493
265 443

USA E&P
4 412
28 897
76 205

USA G&T
19 770
23 553

USA EM
5 790
38 446

207 050

68 397

21 106

23 140

Income Statement
Total revenues
EBITDA*
Depreciation
EBIT**

Brazil E&P
28 908
7 319
-11 415
-4 096

USA E&P
11 572
6 725
-2 553
4 172

USA G&T
4 392
2 014
-950
1 064

USA EM
148 339
4 610
-21
4 589

Net proﬁt / (-) loss

-5 069

2 486

-10

2 213

Total segment liabilities

237 487

-205 008

352 172

Corporate Eliminations
363
-6 910
-4 210
-594
-72
-113
-4 282
-707

Total
186 664
15 864
-15 124
740

Financial year 2006

-13 324

1 327

-12 377

Corporate Eliminations
338 069
-308 041

Total
134 957
164 323
401 698

*) Earnings before interest, taxes, depreciation and amortization
**) Earnings before interest and taxes.
Balance Sheet
Intangible assets
Field investments
Total segment assets
Total segment liabilities

Brazil E&P
126 733
99 542
249 277

USA E&P
2 398
42 662
58 202

USA G&T
22 119
21 765

USA EM
5 826
42 426

158 471

47 082

22 750

29 967

192 189

-153 976

296 483

For details regarding investments per segment, see note 9.
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General and administrative expenses
Employee beneﬁt expenses
General and administrative expenses include wages, employer’s contribution and other compensation as detailed below:

(Amounts in USD 1 000)

Wages and other compensations to employees

2007

2006

2005

Wages

6 135

4 309

2 934

Employer's contribution

1 621

427

212

952

590

222

Total

8 707

5 326

3 368

Number of employees

2007

2006

2005

5

3

4

USA

68

55

40

Brazil

21

19

13

1

1

1

95

78

58

Other compensation

Norway

Canada
Total

Board of Directors statement on remuneration of executives
Statement for the current year (2008)
In accordance with the Norwegian Public Limited Liability Companies Act §6-16a, the Board of Directors must prepare a statement
on remuneration of executives.
The Board of Directors has appointed a Compensation Committee that determines the compensation structure and levels of the
company’s CEO. Remuneration for the CEO consists of both ﬁxed and variable elements. In addition to a ﬁxed salary, the CEO has
been granted stock options in the company. The CEO is also entitled to two years severance payment.
Norse Energy has established a compensation program for executive management that reﬂects the responsibility and duties as management of an international oil and gas company, and at the same time contribute to added value for the company’s shareholders. The
goal for the Board of Directors has been to establish a level of remuneration that is competitive both in domestic and international
terms to ensure that the company is an attractive employer that can obtain a qualiﬁed workforce.
Remuneration for executive management consists of both ﬁxed and variable elements. The ﬁxed elements consist of salaries and other
beneﬁts (free phone, electronic communication, newspaper, car allowance etc), while the variable elements consist of performance
based bonus arrangement and a stock option scheme that was approved by the Annual General Meeting in (AGM) 2006. The annual
bonus will be determined based on the achievement of certain pre-set targets.
The Board of Directors is currently considering a new stock option scheme. Such a stock option scheme will primarily follow the
regulations of the current stock option scheme, with some practical changes regarding the execution of the options. If the scheme is
suggested and approved by the General Meeting, the remuneration will be increased according to the arrangement of the option plan.
The company has established a pension scheme for all employees in Norway that executive management in Norway participates in.
There are no agreements in place for severance payment for executive management except for the CEO.
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Statement for the prior year (2007)
The remuneration for the company’s CEO and executive management in the prior year was based on the same general principles as
disclosed above for the current year. During 2007, the company granted stock options to certain key employees, and a total of 9 940
000 stock options out of 10 000 000 approved by the AGM in 2006, had been granted by the end of 2007.
Executive management remuneration
Executive management is considered to consist of the CEO (who is also head of US operations), CFO and head of Brazil operations.
Executive management remuneration is summarized below:
(Amounts in USD 1 000)

Executive management remuneration 2007

Salary

Bonus

Beneﬁts

Costs

Issued

Total

Øivind Risberg (CEO)

520

0

17

0

324

861

Anders Kapstad (CFO)

239

99

0

22

81

440

José Almeida dos Santos (Director Brazil)

278

23

0

0

64

365

1 047

122

0

22

469

1 667

Øivind Risberg (CEO)

520

0

0

0

490

1 010

Anders Kapstad (CFO)

152

0

20

69

65

306

José Almeida dos Santos (Director Brazil)

290

0

0

0

141

431

Total Remuneration

962

0

20

69

696

1 747

Total Remuneration

Executive management remuneration 2006

The CEO has an agreement of two year’s salary in case of resignation. The CFO participates in the general pension scheme established in the parent company. Refer to note 13 for details on the pension scheme. The company also has an employee options
program, refer to note 12 for details.
The company has a long term note receivable from the CEO of USD 50 000. The note has no stated maturity date, is due on demand and bears an interest rate of Prime plus 0.5%.
Remuneration of members of the Board and committees of the Board is summarized below:
(Amounts in USD 1 000)
Board fee
Board of Directors

2007

2006

2005

Petter Mannsverk Andresen, Chairman (former Director)

64

23

14

Axel C. Eitzen, former Chairman

73

31

26

Joey S. Horn, Director

64

23

14

Lise Heien Langaard, Director

0

0

0

Øivind Risberg, Director and CEO

0

0

0

64

23

35

265

100

89

Jon-Aksel Torgersen, Director
Total
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No loans have been given to, or guarantees given on the behalf of, any members of the Management Group, the Board or other
elected corporate bodies with the exception of the loan to the CEO mentioned above.
Auditor’s remuneration
Sales, administrative and general expenses also include audit costs, tax services and consulting services from Ernst & Young (E&Y)
Oslo, Houston, Rio de Janeiro and Vancouver, as set out in the table below:
(Amounts in USD 1 000)
Expensed costs E&Y (excl. VAT)

2007

2006

2005

Statutory audit and audit related services

1 056

811

209

119

112

64

8

47

90

1 184

970

363

2007

2006

2005

0

0

0

Tax services
Consulting, other services
Total

;<A2 $

Tax
(Amounts in USD 1 000)
Income tax expense for the year
Payable tax Norway
Payable tax Brazil

6 270

231

1 589

Payable tax USA

732

157

380

Payable tax Canada

888

0

0

0

0

0

-15 423

-1 734

591

-204

470

0

0

0

0

-7 737

-876

2 560

2007

2006

48 607

36 296

Current Assets

0

0

Current Liabilities

0

0

2 916

1 138

-38

-23

-51 486

-37 411

0

0

Deferred tax Norway
Deferred tax Brazil
Deferred tax USA
Deferred tax Canada
Net income tax expense

Deferred tax
Below is an analysis of deferred tax split per region.
Norway

Tax assets from net operating loss carry forward
Taxable (-) / deductible temporary differences:

Non-current Assets
Non-current Liabilities
Deferred tax assets not recognized
Net deferred taxes
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The net tax loss carry forwards in Norway have unlimited duration. These tax loss carry forwards are related to the parent company Norse Energy Corp. ASA. The company is not recognizing any deferred tax asset due to uncertainty of whether any of the
tax loss carry forwards can be utilized.
Brazil
2007

2006

3 059

2 933

0

1 422

Current Liabilities

-3 727

-366

Non-current Assets

-12 969

-30 045

-504

-3 417

-14 141

-29 473

Tax assets from net operating loss carry forward
Taxable (-) / deductible temporary differences:
Current Assets

Non-current Liabilities
Net deferred tax Liability

The tax loss carry forwards in Brazil have unlimited duration, however the amount that can be off-set towards the taxable gain for
the year is limited to 30 % of the tax gain for the year. This is causing the operations in Brazil to have payable taxes even though
the Brazilian companies have net tax loss carry forwards.
USA

Tax assets from net operating loss carry forward

2007

2006

22 008

20 713

27

806

804

-2 641

-21 400

-16 958

568

124

-2 326

-3 218

-319

-1 174

Taxable (-) / deductible temporary differences:
Current Assets
Current Liabilities
Non-current Assets
Non-current Liabilities
Deferred tax assets not recognized
Net deferred tax Liability

No tax assets were recognized, as tax loss carry forwards in the US have a limited duration of 20 years, and future utilization of the
net operating loss carry forward can be restricted as a result of a previous change in control, making it uncertain how much of the
net tax loss carry forward can be utilized. The tax liability recognized relates to state taxes in individual subsidiaries, which cannot
be offset against tax assets in other subsidiaries.
Different tax regimes
The company has operations that are subject to taxation under various tax systems in different countries, and losses in one subsidiary in one country cannot be offset against a gain in a subsidiary in another country. A reconciliation of actual to calculated tax
expense for the group is as a result difﬁcult to perform and the information obtained from such a calculation difﬁcult to analyze,
and management has consequently decided not to include this reconciliation in the company’s footnotes.
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Earnings per share and diluted earnings per share
Earnings per share
Earnings per share is calculated as the net proﬁt for the year divided by the weighted average number of shares outstanding.

2007

2006

2005

Net proﬁt/(-) loss

-28 706 000

-12 377 000

1 949 000

Weighted average numbers of shares outstanding

352 555 925

350 472 749

246 000 000

-0.08

-0.04

0.01

Earnings per share

Weighted average numbers of shares outstanding has been reduced with 108 605 treasury shares.
Diluted earnings per share
When calculating the diluted earnings per share, the weighted average number of shares outstanding is adjusted for all the dilution
effects relating to the company employee stock options and warrants.
As of December 31, 2007, there are 9 940 000 stock options granted of which 3 300 000 have vested. A total of 75 million warrants
are outstanding at December 31, 2007. Since the company is presenting a net loss for the year, the calculations of the diluted earnings
per share will not take into account the effect of the employee share options and warrants as these will give an anti-dilutive effect.
For details on the employee stock options, refer to note 12. For details on the bond loans with detachable warrants, refer to note 17.
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Intangible assets and property, plant and equipment
(Amounts in USD 1 000)
Licenses

EstrelaDo-Mar

Cavalo
Marinho

Manati

BCAM-40

BM-CAL
5&6

Other

Total

7 927

15 235

23 693

11 994

9 908

5 415

74 172

Acquisition of business

0

0

0

0

0

0

0

Transfer to ﬁeld investments and equipment

0

0

-23 693

0

0

0

-23 693

Investments

0

0

0

0

0

2 265

2 265

7 927

15 235

0

11 994

9 908

7 680

52 744

0

0

0

2 320

378

0

2 698

7 927

15 235

0

14 314

10 286

7 680

55 442

Fiscal year 2007
Acquisition cost January 1, 2007

Acquisition cost December 31, 2007

Foreign currency adjustment
Net book value December 31, 2007
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Fiscal year 2006
Acquisition cost January 1, 2006
Acquisition of business
Investments
Acquisition cost December 31, 2006

Foreign currency adjustment
Net book value December 31, 2006

EstrelaDo-Mar

Cavalo
Marinho

Manati

BCAM-40

BM-CAL
5&6

Other

Total

0

0

0

0

0

647

647

7 927

15 235

23 693

11 994

9 908

3 267

72 024

0

0

0

0

0

1 501

1 501

7 927

15 235

23 693

11 994

9 908

5 415

74 172

0

0

0

0

0

0

0

7 927

15 235

23 693

11 994

9 908

5 415

74 172

BCAM-40

BM-CAL
5&6

Other

Total

Undeveloped ﬁelds
Estrela-DoMar

Cavalo
Marinho

10 044

42 575

0

1 481

859

54 959

Reversal of abandonment cost

0

- 5 807

0

0

0

- 5 807

Acquisition of business

0

0

0

0

0

0

382

463

2 636

2 655

338

6 474

Capitalized interest

1 215

3 474

938

977

67

6 671

Assets held for sale

0

0

0

0

- 260

-260

11 641

40 705

3 574

5 113

1 004

62 037

0

0

1 111

527

0

1 638

11 641

40 705

4 685

5 640

1 004

63 675

Estrela-DoMar

Cavalo
Marinho

BM-CAL
5&6

Other

Total

8 791

36 347

0

0

20

45 158

0

2 613

0

0

0

2 613

Acquisition of business

589

376

0

0

0

965

Investments

198

1 618

0

1 435

822

4 073

Capitalized interest

466

1 621

0

46

17

2 150

10 044

42 575

0

1 481

859

54 959

0

0

0

0

0

0

10 044

42 575

0

1 481

859

54 959

Fiscal year 2007
Acquisition cost January 1, 2007

Investments

Acquisition cost December 31, 2007

Foreign currency adjustment
Net book value December 31, 2007

Fiscal year 2006
Acquisition cost January 1, 2006
Abandonment cost incurred

Acquisition cost December 31, 2006

Foreign currency adjustment
Net book value December 31, 2006
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Field investments and equipment

US Natural
gas properties

US pipelines

Manati

Coral

Total

54 814

28 447

59 325

61 572

204 158

605

0

4 423

3 992

9 020

25 010

413

17 340

0

42 763

0

0

23 696

0

23 696

Assets held for sale

-47 893

0

0

0

-47 893

Acquisition cost December 31,2007

32 536

28 860

104 784

65 564

231 741

0

0

11 803

0

11 803

Accumulated depreciation and impairment

-15 242

-9 090

-6 090

-65 564

-95 986

Accumulated depreciation and impairment
associated with assets held for sale

11 602

0

0

0

11 602

Net book value December 31, 2007

28 896

19 770

110 494

0

159 160

Depreciation and impairment 2007

-3 090

-875

-6 090

-44 209

-54 264

Manati

Coral

Total

Fiscal year 2007
Acquisition cost January 1, 2007
Abandonment cost incurred
Investments
Transfers from licenses

Foreign currency adjustment

US Natural
gas properties

US pipelines

37 220

26 255

0

57 898

121 373

347

0

0

856

1 203

0

0

28 321

2 805

31 126

17 247

2 192

27 699

13

47 151

0

0

3 305

0

3 305

54 814

28 447

59 325

61 572

204 158

0

0

0

0

0

Accumulated depreciation and impairment

-12 152

-6 328

0

-21 355

- 39 835

Net book value December 31, 2006

42 662

22 119

59 325

40 217

164 323

Depreciation 2006

-2 189

-1 138

0

-11 435

-14 762

Fiscal year 2006
Acquisition cost January 1, 2006
Abandonment cost incurred
Acquisition of business
Investments
Capitalized interest
Acquisition cost December 31, 2006

Foreign currency adjustment
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Other ﬁxed assets

Fiscal year 2007

Total

Acquisition cost January 1, 2007

5 025

Investments

1 531

Acquisition cost December 31, 2007

6 556

Foreign currency adjustment

0

Accumulated depreciation and impairment

-2 097

Net book value December 31, 2007

4 459

Depreciation 2007

-887

Fiscal year 2006

Total

Acquisition cost January 1, 2006

1 650

Investments

3 375

Acquisition cost December 31, 2006

5 025

Foreign currency adjustment

0

Accumulated depreciation and impairment

-1 210

Net book value December 31, 2006

3 815

Depreciation 2006

-308

A total of USD 6.6 million was capitalised borrowing costs in 2007, which represents about 36 % of net borrowing costs. In 2006,
the company capitalized borrowing costs of USD 5.5 million, representing about 53 % of net borrowing costs.
Depreciation method / rates
Capitalized costs for ﬁeld investments and natural gas properties are depreciated in accordance with the unit-of-production method.
Depreciation for the gathering systems and the transmission lines are computed using the straight-line method over a period of
twenty and thirty-year useful life, respectively.
Other investments in equipment
Ofﬁce equipment
Computer equipment
Buildings

Straight-line depreciation
10.00 - 33.33 %
20.00 - 33.33 %
2.50 - 4.00 %

Useful life
3 - 10 years
3 - 5 years
25 - 40 years

The recoverability of amounts capitalized in connection with ﬁeld investments depends on the existence of viable reserves, the
company’s ability to ﬁnance the necessary investments and future cash ﬂows from production. No impairment charge was recorded in
2006. Per year-end 2007, the company has obtained annual reserve reports from Gaffney Cline & Associates for the Brazilian assets,
and based on this reserve report, the company has carried out an impairment assessment in line with prior year’s methodology. Based
on the certiﬁed 2P reserves of 0.12 MMBOE, the company has decided to write-off the remaining book value of the ﬁeld, requiring
an impairment charge of USD 26.2 million.
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Goodwill and other intangible assets
The company booked goodwill of USD 5.6 million and other intangible assets of USD 0.2 million in 2006 after ﬁnalizing the
purchase analyzes of the acquisition of Mid American on June 30, 2005. The goodwill is assumed to have duration as long as the Mid
American operations are proﬁtable. The value of the employee contracts is depreciated using straight-line depreciation over 7 years.
The goodwill is tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be
impaired.
Impairment testing was carried out per year-end 2007 and 2006, and resulted in no amortization. Key assumptions in this test were
proﬁtability of Mid American, evaluation of current and future customer base, employee base, further market conditions and the current 5-years budget prepared by management of Mid American.
(Amounts in USD 1 000)
Goodwill

2007

Book value January 1

2006

5 643

5 643

Acquired during the year

0

0

Adjustment to fair value calculation

0

0

Impairment

0

0

5 643

5 643

Accumulated impairment January 1

0

0

Accumulated impairment December 31

0

0

Net book value December 31

Other intangible assets

2007

Book value January 1

2006

183

238

0

0

-36

-55

0

0

Net book value December 31

147

183

Accumulated depreciation January 1

-55

0

Accumulated depreciation December 31

-91

-55

Accumulated impairment January 1

0

0

Accumulated impairment December 31

0

0

Employee contracts acquired
Depreciation
Impairment
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Financial instruments
Overview
The company’s policy is to constantly monitor the risk associated with its ﬂoating interest loans, currency loans and the price for oil
and gas, to assess the necessity to enter into ﬁnancial instruments to limit the risk to the company and maximize income. As such,
Norse Energy has entered into various hedging transactions. Refer to note 22 for details on the company’s ﬁnancial risk management
policy.
The table below sets forth a comparison of carrying amounts and fair values of all of the company’s ﬁnancial instruments by category,
including the ﬁxed price contracts (derivatives) in the energy marketing division.

Carrying amount

Fair value

2007

2006

2007

2006

43 747

55 740

43 747

55 740

37 094

20 950

37 094

20 950

Other derivatives (fair value through P&L)

3 781

8 122

3 781

8 122

Other short-term receivables (held at amortized cost)

2 648

3 224

2 648

3 224

1 734

0

1 734

0

1

1 139

1

1 139

1 478

0

1 478

0

-47 324

-45 327

-47 324

-45 327

NEC01 unsecured bond loan (ﬂoating interest)

-54 689

-47 052

-55 376

-47 052

NEC02 unsecured bond loan (ﬁxed rate)

-61 783

-59 094

-64 125

-59 094

NEC03 unsecured bond loan (ﬂoating interest)

-36 575

0

-36 962

0

Floating rate borrowings

-84 208

-22 885

-84 208

-22 885

Other ﬁxed rate borrowings

-16 299

-54 419

-18 261

-50 923

Currency swap (fair value through P&L)

8 993

1 761

8 993

1 761

Own bonds in NEC02 (fair value through P&L)

1 136

1 070

1 136

1 070

-20 098

-16 863

-20 098

-16 863

0

-1 241

0

-1 241

-1 922

-2 069

-1 922

-2 069

Financial assets
Cash and cash equivalents
Receivables:
Trade accounts receivable (held at amortized cost)

Investment in equity accounted investees
Other non-current assets:
Oil put options (fair value through P&L)
Shares in Biofuel Energy ASA (fair value through P&L)

Financial liabilities
Trade accounts payable
Interest-bearing loans and borrowings:

Other non-current ﬁnancial liabilities:
NECJ warrants (fair value through P&L)
Forward contract Revus Energy ASA (fair value through P&L)
Other derivatives (fair value through P&L)
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Trade accounts receivable are carried at amortized cost. Oil put options and currency swap are valued by external third parties and
recognized at fair value. NEC01 and NEC02 are listed on the OSE, while NEC03 is listed on the Alternative Bond Market (ABM).
The company’s own bonds are presented net in the balance sheet with the NEC02 bond loan. The currency swaps are presented net
in the balance sheet together with the unsecured bond loans NEC01 and NEC02. The fair value of the listed loans is calculated based
on year-end market values and foreign currency rates. Fair value of interest-bearing loans with ﬁxed interest is calculated as discounted
cash ﬂows with interest rate similar to our ﬂoating interest loans.
The carrying amount reﬂected above represents the company’s maximum exposure to credit risk for the ﬁnancial assets and liabilities.
(Amounts in USD 1 000)
P&L impact
2007

2006

-1 138

-1 821

Shares in Biofuel Energy ASA

1 469

0

Currency swaps related to NEC01 & NEC03

7 232

2 583

65

-27

Financial assets
Oil put options

Own bonds in NEC02
Financial liabilities
NECJ warrants
Forward contract Revus Energy ASA

-3 235

-2 416

7 049

-1 241

Liquidity risk
The following are the contractual maturities of ﬁnancial liabilities, including estimated interest payments and excluding the impact of
netting agreements;
December 31, 2007
(Amounts in USD 1 000)
TOTAL

MNOK 300 bond loan (NEC01)

-72 075

MUSD 75 bond loan (NEC02)

-94 500

MNOK 200 bond loan (NEC03)

-47 055

-918

Brazil loans

-86 118

-1 179

US loans

-28 524

0

AP and other payments

-40 990

-24 351

-369 262

-26 448

-25 521

NEC to pay Bank

-105 828

-3 389

0

-4 981

-97 458

0

0

Bank to pay NEC

119 441

856

0

8 456

110 128

0

0

Long contracts

-518

-307

-199

-12

0

0

0

Short contracts

1 222

574

563

174

-88

0

0

Total Non-derivative ﬁnancial liabilities

0-1
month

1-3
years

More than
5 years

Non-derivative ﬁnancial liabilities

1-3
months

3-12
months

3-5
years

0

0

-5 544

-66 531

0

0

0

0

-4 875

-9 750

-79 875

0

0

-2 753

-43 385

0

0

-2 188

-15 178

-40 676

-22 482

-4 415

-14 152

-1 103

-7 464

-1 882

-3 922

-8 911

-7 728

0

0

0

-37 181 -167 806 -104 239

-8 337

Derivative ﬁnancial liabilities
Currency swap realted to NEC01/NEC03

MANR ﬁnancial contracts

Nornew ﬁnancial contracts
Total Derivative ﬁnancial liabilities
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-466

58

62

-18

-569

0

0

13 851

-2 208

426

3 620

12 013

0

0
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December 31, 2006
(Amounts in USD 1 000)

Non-derivative ﬁnancial liabilities

TOTAL

MNOK 300 bond loan (NEC01)

-67 145

MUSD 75 bond loan (NEC02)

3-12
months

0

0

-4 796

-9 592

-52 757

0

-99 375

0

0

-4 875

-9 750

-84 750

0

-117 257

-7 054

-3 205

-18 682

-42 699

-31 463

-14 153

-9 815

0

-260

-773

-2 006

-1 923

-4 853

-32 612

-17 064

-12 216

-3 332

0

0

0

-326 204

-24 118

-15 681

-32 459

-64 047

-170 893

-19 005

NEC to pay Bank

-64 788

-2 531

0

-2 410

-9 896

-49 951

0

Bank to pay NEC

67 145

0

0

4 796

9 592

52 757

0

Long contracts

-3 303

-738

-956

-1 558

-51

0

0

Short contracts

5 652

724

1 197

3 362

369

0

0

Nornew ﬁnancial contracts

1 634

152

221

402

431

428

0

Total Derivative ﬁnancial liabilities

6 341

-2 393

462

4 593

446

3 234

0

US ﬁxed interest loan
AP and other payments
Total Non-derivative ﬁnancial liabilities

1-3
years

More than
5 years

1-3
months

Brazil loans

0-1
month

3-5
years

Derivative ﬁnancial liabilities
Currency swap realted to NEC01

MANR ﬁnancial contracts

In determining the maturity analysis above, the company has utilized the current spot rates at year-end 2007 and 2006 respectively.
For the MANR and Nornew ﬁnancial contracts, the cash ﬂows projected from the long and short positions are calculated as the difference between the terms of each ﬁnancial contract and the forward settlement prices at year-end 2007 and 2006.
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Credit risk
The carrying amount of the company’s ﬁnancial assets represents the maximum credit exposure. The maximum exposure to credit risk
at the reporting date was:
(Amounts in USD 1 000)
Carrying amount
2007

2006

Cash and cash equivalents

43 747

55 740

Trade receivables

37 094

20 950

Derivatives

12 775

11 022

Total

93 616

87 712

The maximum exposure to credit risk for trade receivables at the reporting date by geographic region and type of customer was;
(Amounts in USD 1 000)
Carrying amount
2007
Norway

2006

0

0

Petrobras

8 550

1 876

Other

9 041

2 573

E&P

549

356

Pipeline

413

412

MANR wholesale customers

3 020

172

MANR retail customers

1 588

1 068

23 161

6 457

Brazil

USA

Total
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MANR unbilled revenue of approximately USD 14 million in both 2007 and 2006 is not included in the analysis above. Accounts
receivable in MANR are secured by guarantees of USD 18 million for ﬁve large wholesale customers, and credit quality is assumed as
good across all divisions.
The aging of trade receivables at the reporting date was;
(Amounts in USD 1 000)
2007
Gross

2006
Impairment

Gross

Impairment

Current receivables

22 981

0

6 316

0

Past due 0-30 days

3

0

6

0

Past due 31-120 days

77

0

9

0

Older than 120 days

100

51

126

51

23 161

51

6 457

51

Total

The movement in the allowance for doubtful accounts in respect of trade receivables during the year was as follows;
(Amounts in USD 1 000)

Balance at January 1
Impairment loss recognized
Balance at December 31

2007

2006

51

51

0

0

51

51

Based on historic default rates, the company believes that the current allowance for doubtful accounts is adequate in respect of the
relatively low number of trade receivables not past due or past due by up to 30 days.
Market risk
Currency risk
The company’s exposure to foreign currency risk was as follows based on notional amounts;
(Amounts in USD 1 000)
December 31, 2007

Cash and cash equivalents
Trade receivables
Bank loans
Trade payables
Gross balance sheet exposure

December 31, 2006

NOK

BRL

NOK

BRL

3 834

4 777

3 714

7 209

0

6 698

0

4 308

-92 404

0

-47 962

0

-6

-8 317

-1

-4 789

-88 576

3 159

-44 249

6 728
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Note that the company has swapped the NOK loans that are creating the exposure above into USD as of year-end 2007.
The following signiﬁcant exchange rates were applied during the year;
2007
Average rate

2006

Reporting date rate

Average rate

Reporting date rate

Norwegian Kroner

5.8600

5.4110

6.4180

6.2551

Brazilian Real

1.9483

1.7713

2.1679

2.1350

A 10 % strengthening or weakening of the USD against the following currencies at December 31 would have increased (decreased)
proﬁt or loss before tax by the amounts shown below. The company has used a sensitivity rate of 10 % as this reﬂects the change in
the USD/NOK and USD/BRL during 2007. This hypothetical analysis assumes that all other variables, including interest rates and
commodity prices, remain constant.
(Amounts in USD 1 000)
2007

2006

+10 %

-10 %

+10 %

- 10 %

Cash

-349

426

-338

413

Loans

8 400

-10 267

4 361

-5 328

Currency swap

-9 567

11 693

-5 257

6 426

Net P&L effect

-1 515

1 852

-1 234

1 510

Cash

-478

478

-721

721

Receivables

-670

670

-431

431

832

-832

479

-479

-316

316

-673

673

USD vs NOK

USD vs BRL

Payables
Net P&L effect

This sensitivity analysis is presented on a pre-tax basis. For a description of the currency swaps in place, refer to note 17.
Interest rate risk
Norse Energy is exposed to interest rate risk as entities in the group borrow money at both ﬁxed and ﬂoating interest rates. The risk
is managed by maintaining an appropriate mix between ﬁxed and ﬂoating rate borrowings and by using interest rate currency swap
contracts.
A change in 100 basis points in interest rates at the reporting date would have increased (decreased) proﬁt and loss before tax by the
amounts shown in the table below. This analysis assumes that foreign currency rates and other variables remain constant.
(Amounts in USD 1 000)
2007

2006

+ 100 bp

- 100 bp

+ 100 bp

- 100 bp

460

-460

557

-557

-1 208

1 208

-735

735

Currency swaps

166

-165

187

-185

Net P&L effect

- 583

584

10

-8

Cash
Floating interest loans
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Commodity price risk
The company is exposed to ﬂuctuations in the prices for oil and natural gas. To mitigate this risk, the company has acquired oil put
options for a substantial part of the oil production in Brazil, and we have also entered into a long-term take-or-pay contract with
Petrobras for the sale of natural gas from the Manati ﬁeld.
In the US, the company has taken various steps to mitigate the commodity price risk. Norse Energy has entered into ﬁxed price contracts for physical delivery of gas, as well as cash ﬂow hedging for a part of our production in Appalachia.
1. Oil put options
Norse Energy has the following oil options in place:
Ê UÊ £Ê«ÕÌÊ«ÌÊvÀÊxääÊL>ÀÀiÃÊ«iÀÊ`>ÞÊ>ÌÊ>ÊÃÌÀiÊ«ÀViÊvÊ1- ÊxäÊvÀÊÌ iÊ«iÀ`Ê>Õ>ÀÞÊÎ£]ÊÓääÈÊÌ ÀÕ} Ê iViLiÀÊÓään]ÊiÊ
tered into in 2005.
Ê UÊ £Ê«ÕÌÊ«ÌÊvÀÊxääÊL>ÀÀiÃÊ«iÀÊ`>ÞÊ>ÌÊ>ÊÃÌÀiÊ«ÀViÊvÊ1- ÊxäÊvÀÊÌ iÊ«iÀ`ÊiLÀÕ>ÀÞÊ£]ÊÓääÈÊÌ ÀÕ} Ê>Õ>ÀÞÊÎ£]ÊÓää]ÊÊ
entered into in January 2006.
These ﬁnancial transactions are not physical, and not dependent on any production. The fair value of these put options are calculated
by independent institutions based on NYMEX futures.
vÊÌ iÊ«ÕÌÊ«ÌÃÊ>ÀiÊºÊÌ iÊiÞ»ÊÊÌ iÊ«iÀ`ÊÊ«ÀViÊLiÜÊ1- ÊxäÊ«iÀÊL>ÀÀi®]ÊÌ iÊ«ÌÃÊÜÕ`ÊLiÊiÝiÀVÃi`Ê>`Ê}>Ê
recognized in the proﬁt and loss statement. If the options are not exercised, the value of the option is expensed in the proﬁt and loss
statement in the period. Per December 31, 2007, these options are not in the money and are subsequently not charged to equity as
hedges.
2. Fixed price contracts with physical delivery
Norse Energy has entered into a ﬁxed price contract for the physical delivery of 1 500 Mcf/day from November 2006 to October
31, 2008 (USD 6.35 per MMBtu). While this amount was sold forward and hedged at a ﬁxed price, it relates to physical deliveries
and is consequently not subject to IAS 39, and no fair value has been recognized on these transactions.
3. Cash ﬂow hedging of natural gas production
In the US, the company has sold forward the following volumes of natural gas by using ﬁnancial derivatives:
Ê UÊ ÓäänÊÊÊÊ>ÛiÀ>}iÊvÊÎÈÊÈÈÇÉVvÊ«iÀÊÌ Ê>ÌÊ1- Ên°ÎnÊ«iÀÊVvÊÊ
Ê UÊ ÓääÊÊÊÊ>ÛiÀ>}iÊvÊÈxÊäääÉVvÊ«iÀÊÌ Ê>ÌÊ1- Ên°ÓnÊ«iÀÊVvÊÊ
Ê UÊ Óä£äÊÊÊÊ>ÛiÀ>}iÊvÊÈäÊäääÉVvÊ«iÀÊÌ Ê>ÌÊ1- Ên°äÎÊ«iÀÊVvÊÊ Ê

Ê

Changes in the fair value of these hedging instruments meet the criteria for cash ﬂow hedge accounting and are therefore recognized
directly in equity, see note 16. The fair value of these forward sales is calculated by independent institutions based on NYMEX futures. Below is a roll-forward analysis showing both the changes in fair values, as well as the contracts that expired and were transferred
from equity to proﬁt and loss;

(Amounts in USD 1 000)

2007

2006

1 107

-2 609

Change in fair value during the year

-749

3 262

Fair value recognized in proﬁt & loss during the year

-564

455

Fair value of cash ﬂow hedges at December 31

-206

1 107

Fair value of cash ﬂow hedges at January 1
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Marketing activity risk
The Energy Marketing division generates a margin via sales and purchases of physical volumes of natural gas. The majority of the
ﬁxed price purchase-contracts, both ﬁnancial and physical, are balanced with ﬁxed price sales-contracts, ﬁnancial or physical. Consistent with corporate policy the only price exposure the company has on ﬁxed price contracts to the NYMEX is restricted to less than
50 000 Dth at any time.
All open positions (ﬁnancial hedging transactions as well as physical ﬁxed price contracts) are recognized at fair value at year-end. The
fair value of these transactions is calculated based on NYMEX futures and forward basis. The company recorded an unrealized loss for
the 12 months ended December 31, 2007 of USD 1.8 million.
The following shows the mark-to-market value of outstanding contracts for future purchase and sale of gas and unrealized gain as of
December 31, 2007:

Dth
Future purchases
Future sales
Basis reserve

Market value
(in USD 1 000)

7 985 539

-392

-11 335 891

2 959
-137

Mark-to-market value as of December 31, 2007

2 430

Mark-to-market value as of December 31, 2006

4 225

Net unrealized gain as of December 31, 2007

-1 795

The company had as of December 31, 2007, open contracts totaling 3 350 000 Dth (sales-contracts in excess of purchase-contracts)
of which about 50 000 Dth have NYMEX risk. These open contracts are priced at NYMEX plus a basis differential. The existing efﬁcient ﬁnancial OTC and NYMEX based markets, mitigate the risk for price variations attributable to the NYMEX price. Accordingly
the only price risk related to these open contracts is the risk for ﬂuctuation of the basis differential. In the Energy Marketing Division’s
core market area, the basis differential varies between USD 0.10 and USD 0.40 depending on which pipeline the gas is traded on and
the time of the year. Historically, this differential has varied very little between periods.
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Share-based payment plans
Norse Energy has an option program amounting to 10 million shares, approved by the Annual General Meeting on May 23, 2006.
At the beginning of the year, 7.3 million of these options were granted to key employees, and as of December 31, 2007, 9.9 million
options have been granted as follows:

# of shares

Options price
(in NOK)

Øivind Risberg (CEO)

4 000 000

4.04

June 1, 2007 - May 31, 2012

Anders Kapstad (CFO)

1 000 000

3.82

August 1, 2007 - June 29, 2012

241

Jose Almeida dos Santos

1 000 000

3.64

June 1, 2007 - May 31, 2010

277

Other Employees

3 940 000

3.89

February 18, 2008 - June 29, 2012

987

Total

9 940 000

Summary of exercising periods

Estimated value
(USD 1 000)
1 234

2 739

A total of 3 300 000 options were vested and could potentially be exercised as of December 31, 2007. All options under the plan will
be settled in shares.
The fair value of the options is estimated at grant date by an independent third party expert using the Black & Scholes – Merton
option pricing model. The exercise price of the options is equal to the market price of the shares at the grant date, and the volatility is
based on a calculated implied volatility of the warrants that the company issued and listed on OSE in July 2006. The expected exercise
date is set to the contractual vesting period (ranging from 1.5 years to 2 years) plus two years for the CEO and one year for all other
employees. Risk free rate is calculated by using rates from Norges Bank at grant date (bonds and certiﬁcates) based on the expected
term of the option being valued.
The options are expensed over the vesting period, about USD 0.8 million in 2007, and the option price stated is a weighted average
exercise price. The stock options outstanding at the end of the ﬁnancial year had an exercise price between NOK 3.50 and NOK 4.75
(equivalent for 2006), and a weighted average remaining contractual life of 1 278 days and 1 516 days in 2007 and 2006, respectively.
No options were exercised in 2006 or 2007. Should the employee decide to terminate the employment prior to the start of the exercising period, the options would expire without any further compensation. A total of 24 out of 95 employees were granted options as of
December 31, 2007.
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Pension and other post-employment beneﬁt plans
Norse Energy does not have any pension plans in place for employees in Brazil and US.
The parent company is required to have an occupational pension scheme in accordance with the Norwegian law on required occupaÌ>Ê«iÃÊºÛÊÊL}>ÌÀÃÊÌiiÃÌi«iÃ»®°Ê/ iÊV«>ÞÊiÃÌ>LÃ i`Ê>Ê«iÃÊÃV iiÊÊÓääÈÊÌ >ÌÊiiÌÊÌ iÊÀiµÕÀiments of that law. In June 2007, the company changed the pension scheme to a deﬁned contribution scheme. Subsequent to this
change, no pension liability is recognized in the balance sheet and an expense for the period June to December 2007 of USD 27 273
was booked under the new scheme.
The company’s old pension scheme covered a total of 5 employees until it was dissolved in June 2007 and per December 31, 2006, it
covered 2 employees. The table below sets out the pension liability recorded in the balance sheet.
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(Amounts in NOK 1 000)

Pension cost

2007

2006

2005

Service cost

38

86

0

Interest cost

1

0

0

Return on pension plan assets

-1

-2

0

Amortization of deviation in estimate

15

0

0

-22

0

0

Payroll tax

-1

4

0

Net pension cost

30

88

0

Amount recognized in the Balance Sheet

2007

2006

2005

Accrued pension obligation at period end

0

43

0

Estimated effect of future salary increases

0

20

0

Estimated pension obligation at period end

0

63

0

Pension plan assets (at fair value) at period end

0

54

0

Unrecognized effects of actuarial gains/losses

0

17

0

Payroll tax

0

4

0

Net beneﬁt obligations

0

30

0

2007

2006

2005

Liability at beginning of period

30

0

0

Total expense charged in the income statement

30

88

0

Adjustment for change in pension plan

-18

0

0

Contributions paid

-42

-58

0

Balance period end

0

30

0

Actuarial assumptions

2007

2006

2005

Discount rate

4.4%

4.4%

0

Wage growth

4.5%

4.5%

0

Yield on pension assets

5.4%

5.4%

0

Average turnover

5.0%

5.0%

0

P&L effect of one-time incidents

Movement in the recognized liability

The actuarial assumptions are based on assumptions of demographical factors normally used within the insurance industry and are in
line with current recommendations provided by the Norwegian Accounting Standards Board.
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Inventory
As of year-end, inventories consist of the following:
(Amounts in USD 1 000)
December 31,
2007
Crude oil, Brazil

3 051

2006
3 237

No parts of inventories have been pledged as security for liabilities.
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Cash and cash equivalents
Included in Cash and Cash Equivalents are USD 0.11 million and USD 0.05 million related to tax deductions for wages in Norway,
and USD 3.9 million and USD 2.9 million (ﬁxed until maturity) as cash collateral for a currency swap (see note 17) as of December
31, 2007 and 2006 respectively. As of year-end 2007, USD 1.5 million is restricted cash to enable the company to do business on
certain pipelines, and USD 0.8 million is restricted cash for purchase of gas. At year-end 2006, USD 10.1 was restricted cash related
to the share purchase of Revus Energy ASA.
Included in Other Non-Current Assets are about USD 5.7 million and USD 1.1 million restricted cash to Unibanco as of December
31, 2007 and 2006, respectively, related to payment of installments of outstanding long-term debt (see note 17). In addition, USD
5.8 million and USD 2.6 million is restricted cash to cover part of the ARO liability for Coral as of December 31, 2007 and 2006,
respectively.
Coplex has a bank overdraft facility of approximately BRL 2.5 million as of December 31, 2007 and BRL 3.5 million as of December
31, 2006, with BRL 0 and BRL 0.3 million drawn down as of December 31, 2007 and 2006, respectively. Norse Energy do Brasil
has a bank overdraft facility of approximately BRL 2.0 million as of December 31, 2007 with BRL 0.9 million drawn down as of
December 31, 2007. Rio das Contas has a bank overdraft facility of approximately BRL 3.0 million as of December 31, 2007 with
BRL 0 drawn down as of December 31, 2007.
Norse Energy USA has a revolving credit line of USD 30 million as of December 31, 2007 (USD 14.7 million as of December 31,
2006) whereof USD 19.2 million and USD 0 was drawn down as of December 31, 2007 and 2006, respectively. USD 1.4 million
and USD 2.1 million was used for issuing Letter of Credits as of December 31, 2007 and 2006, respectively, reducing the availability
under the credit line accordingly.
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Issued capital and reserves
For the year ended December 31, 2007;
(Amounts in USD 1 000)
Nominal
share
capital

Share
premium
reserve

Treasury
shares

Retained
earnings

43 526

76 983

-14

-16 858

1 578

105 215

Cash ﬂow hedges, amount recognized in income

0

0

0

0

-564

-564

Cash ﬂow hedges, amount recognized in equity

0

0

0

0

-749

-749

Employee share options

0

0

0

0

768

768

Currency translation and other adjustments

0

0

0

-41

7 499

7 458

Net loss for the year

0

0

0

-28 705

0

-28 705

Total income and expenses for the year

0

0

0

-28 746

6 954

-21 792

43 526

76 983

-14

-45 604

8 532

83 423

At January 1, 2007

At December 31, 2007

Other
equity

Total

Outstanding shares
As of year-end 2007 a total of 352 664 530 shares were outstanding, with a nominal value of NOK 0.88 per share.
Ordinary shares
2007
On issue at Janaury 1

2006

352 664 530

320 664 530

Issued for cash

0

32 000 000

Exercise of share options

0

0

352 664 530

352 664 530

On issue at December 31

Norse Energy has issued a bond loan of USD 75 million with 75 million associated warrants giving the right to new ordinary shares
at NOK 6.10 per share. For details on the bond loan, refer to note 17. For details on how the warrants impact the diluted earning per
share, refer to note 8.
Dividends
No dividends (equity dividends and dividends of subsidiary) were paid in 2007.
Treasury shares and share based payments
The company currently owns 108 605 treasury shares. The Annual General Meeting has authorized management to purchase up to
35 266 453 treasury shares.
For details on the company’s share based payments, refer to note 12.
Cash ﬂow hedges
The cash ﬂow hedges relates to hedges entered into by the US E&P division.
Currency Translation Adjustment
The currency translation adjustment relates to Norse Energy’s subsidiaries in Canada and Brazil.
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Interest bearing debt
Below is a summary of the company’s interest bearing debt as of December 31, 2007;

Amount due in USD
Loan description:
Norway
- NOK 300 million bond loan *

Norway
- USD 75 million bond loan **

Norway
- NOK 200 million bond loan ***

Repayment
date

Within 1
year

10 %/10.89 % ﬁxed

7/13/2010

0

6.5 % ﬁxed

7/14/2011

Interest rate

3-mo NIBOR + 4.25 %

After 1
year

Total

Currency

45 920

45 920

NOK

0

60 647

60 647

USD

7/6/2010

0

36 351

36 351

NOK

Brazil

Libor + 5.5 %

10/15/2010

6 667

0

6 667

USD

Brazil

Libor + 4.75 %

10/15/2010

6 667

0

6 667

USD

Brazil

9.55 % ﬁxed

10/13/2012

0

4 900

4 900

USD

Brazil

9.55 % ﬁxed

10/13/2012

0

4 900

4 900

USD

Brazil

Libor + 4.65 %

12/05/2011

932

2 796

3 728

USD

Brazil

Libor + 4.65 %

12/28/2011

987

2 960

3 947

USD

Brazil

5.3 % - 6.8 % + TJLP

10/15/2013

7 731

36 186

43 918

BRL

USA

4.25 % imputed interest

9/30/2015

6 499

0

6 499

USD

USA ****

Prime +/- margin

1/1/2009

19 282

0

19 282

USD

48 765

194 660

243 426

Total Loans
*
**
***
****

The NOK 300 million loan is presented net of the value of the currency swap in place.
The USD 75 million loan is shown net of the value of own bonds held.
The NOK 200 million loan is presented net of the value of the currency swap in place.
The US loan carries a margin that ﬂuctuates with the company’s utiliztion of the credit line.

The interest rate presented in the table for the NOK 300 million bond loan and the USD 75 million bond loan are the contractual
rates, not the calculated interest rate under IFRS where amortized cost and implied interest is included.
Certain loans are classiﬁed as short-term debt as of December 31, 2007, as the company was not in compliance with all ﬁnancial
covenants and the waivers obtained does not meet the IFRS requirements in order to keep the loans classiﬁed as long-term debt. See
further details below.

Norway ﬁnancing
NOK 300 million bond loan
The company issued a 5-year senior unsecured bullet bond loan with an annual coupon of 10 % in 2005, with a total credit line of
NOK 300 million. NOK 200 million was issued on July 13, 2005, and NOK 100 million was issued in November 2005. The loan
ÜÊ>ÌÕÀiÊÊÕÞÊ£Î]ÊÓä£ä]Ê>`ÊÃÊÃÌi`ÊÊÌ iÊ"ÃÊ-ÌVÊ ÝV >}iÊ"- ®ÊÕ`iÀÊÌ iÊÌViÀÊº
ä£»°Ê ÀÃÊ/ÌÃ>Ê-Ê
º ÀÜi}>Ê/ÀÕÃÌii»®ÊÃÊÀi«ÀiÃiÌ}ÊÌ iÊÛ>ÀÕÃÊL`Ê `iÀÃ°Ê
Per year-end 2005, the company held own bonds totaling NOK 43 million. These bonds were sold during 2006, and as of year-end
2007 the company does not hold any own bonds.
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Late November 2005 Norse Energy swapped NOK 250 million into USD 37.5 million at exchange rate NOK/USD 6.665 at a
5-year ﬁxed rate of 10.89 %. Norse Energy will receive 10 % on NOK 250 million annually from Nordea until maturity in July
2010. Norse Energy is obliged to pay Nordea 10.89 % on USD 37.5 million biannually until maturity in July 2010. The company
has also swapped the remaining NOK 50 million of the bond loan to USD at exchange rate NOK/USD 6.671 at a ﬂoating interest.
The transaction required a USD 2.5 million deposit (ﬁxed until maturity) and any upward movement NOK/USD and/or LIBOR
rates will trigger extra margin calls. A fall in USD/NOK and/or LIBOR rates will relieve the company of less margin calls. Per December 31, 2007, the deposit totaled USD 3.0 million. The effective interest on the bond loan is slightly higher than the coupon of
10 % as the related transaction costs are amortized over the life of the bonds.
The swap transaction is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt and loss. Per year-end
2007 the fair value of the currency swap was USD 8.8 million compared to USD 1.7 million per year end 2006, resulting in an impact on the income statement for the year of ~USD 7 million. The value of the currency swap reduces the carrying value of the bond
loan.
The main covenants for the bond loan are as follows:
UÊ >Ì>ÊLÊiµÕÌÞÊvÊÕÊ1- ÊxäÊÊÊÌ iÊ«>ÀiÌÊV«>Þ°Ê
UÊ 7Ì Ê>ÊV>i`>ÀÊÞi>ÀÊvÀÊÜ iÊÌ iÊ>ÊÜ>ÃÊÃÃÕi`]Ê ÀÃiÊ iÀ}ÞÊV>ÌÊ>iÊ>ÞÊ`Û`i`Ê«>ÞiÌÃÆÊÃ >ÀiÃÊÀi«ÕÀV >ÃiÃ]ÊÀÊÊ
make any other distributions that constitutes more than 50% of net proﬁts after taxes.
UÊ /Ì>ÊiµÕÌÞÊÃ >ÊVÃÌÌÕÌiÊ>ÌÊi>ÃÌÊÎä¯ÊvÊº >«Ì>Êi«Þi`»ÊÊÌ iÊ«>ÀiÌÊV«>Þ°Êº >«Ì>Êi«Þi`»ÊÃÊ`iwi`Ê>ÃÊ ÀÃiÊ
Energy’s total equity plus interest bearing debt, including ﬁnancial instruments that have the commercial effect of borrowing,
including guarantees and leasing commitments.
USD 75 million bond loan
On July 13, 2006 the company issued 50 000 bonds at a nominal value of USD 1 000 per bond for a total of USD 50 million and
on November 30, 2006 another 25 000 bonds was issued at a nominal value of USD 1 000 per bond, bringing the total bond loan
ÌÊ1- ÊÇxÊ°Ê/ iÊL`ÃÊ>ÌÕÀiÊÊÕÞÊ£{]ÊÓä££]Ê>`Ê>ÀiÊÃÌi`ÊÊ"- ÊÕ`iÀÊÌ iÊÌViÀÊV`iÊº
äÓ»°Ê/ iÊL`Ê>ÊÃÊ
unsecured and carries a ﬁxed interest rate of 6.5 %. Effective interest is about 12 % as the value of the warrants and the transaction
costs are amortized over the life of the bonds.
Each bond subscriber was allotted 1 000 warrants per bond free of charge. Each warrant gives the holder the right to subscribe for
one new share in the company at an exercise price of NOK 6.10 per share. The warrants are listed separately on OSE under the ticker
V`iÊº
»°
(Amounts in USD 1 000)
Amortization and mark to market adjustment

Tranche 1

Tranche 2

Total

38 221

19 832

58 053

Amortization 2006

836

209

1 045

Amortization 2007

1 853

840

2 693

Long-term loan element December 31, 2007

40 910

20 881

61 791

Warrant component initial recognition

- 9 600

- 4 847

- 14 447

Mark to market adjustment 2006

- 1 591

- 748

- 2 339

Mark to market adjustment 2007

- 2 207

- 1 104

- 3 311

Warrant component fair value December 31, 2007

-13 398

- 6 699

- 20 097

Long-term loan element
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In addition to the long-term loan element above, approximately USD 2.5 million is accrued interest for the loan. This is classiﬁed as
short term.
IAS 39 requires that the proceeds from the issue of the bond loans are split between the long term loan element and the embedded
derivative – in this case the fair value of the option to convert to shares (the warrant). The long term loan element is amortized to
the full value of the loan (USD 75 million) over the life of the loan, based on the effective interest method. As USD is the functional
currency of Norse Energy Corp. ASA and the warrants are denominated in NOK, IFRS requires that the warrants are recorded as a
liability – not as a component of equity.
At each reporting date, any change in the fair value of the warrants is recorded in the income statement based on the price of the
NECJ warrants. An increase in the fair value of the warrant will cause a charge to the income statement and a corresponding increase
in the liability. A drop in the warrant price will lead to the opposite. In 2007, the company recorded a negative fair value adjustment
of USD 3.3 million in the proﬁt and loss statement due to the increase in the warrant price from issuance until year-end. However, it
is important to notice that this liability in no instance will affect the total loan to be paid to the loan holders at the maturity date.
At December 31, 2007, no warrants were converted to shares. The company holds own bonds totaling USD 1.1 million per year-end
2007.
NOK 200 million bond loan
On June 29, 2007 the company raised NOK 100 million in a 3-year bond issue yielding 3 months NIBOR plus a margin of 4.25 %.
Another NOK 200 million can be drawn, and on August 14, 2007 the company raised another NOK 100 million under this facility
>ÌÊÌ iÊÃ>iÊÌiÀÃ°Ê/ iÊL`ÊÃÃÕiÊÃÊÕÃiVÕÀi`Ê>`ÊÌÊÃÊÃÌi`ÊÊÌ iÊÌiÀ>ÌÛiÊ `Ê>ÀiÌÊ ®Ê>ÃÊº, Ê ÀÃiÊ iÀ}ÞÊ À«°Ê
äÇÉ£äÊ »°
ÀÃÊ/ÌÃ>Ê-Êº ÀÜi}>Ê/ÀÕÃÌii»®ÊÃÊÀi«ÀiÃiÌ}ÊÌ iÊÛ>ÀÕÃÊL`Ê `iÀÃ°Ê
During November 2007, Norse Energy swapped the NOK 200 million into USD 36.7 million at average exchange rate NOK/USD
5.450 at a ﬂoating interest rate of 3 months LIBOR + a margin of 4.40 %. Norse Energy will receive 3 months NIBOR + 4.25 %
quarterly from Nordea until maturity in July 2010. Norse Energy is obliged to pay Nordea 3 months LIBOR + 4.40 % quarterly
until maturity in July 2010. The transaction required a USD 0.9 million deposit (ﬁxed until maturity) and any upward movement
NOK/USD and/or LIBOR rates will trigger extra margin calls. A fall in USD/NOK and/or LIBOR rates will relieve the company of
less margin calls. Per December 31, 2007, the deposit totaled USD 0.9 million.
The swap transaction is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt and loss. Per year-end
2007 the fair value of the currency swap was USD 0.2 million. The value of the currency swap reduces the carrying value of the bond
loan.
The main covenants for the bond loan are the same as the NOK 300 million bond loan.

Brazil ﬁnancing
In January 2006, Norse Energy Corp. ASA’s subsidiary Coplex entered into two ﬁnancing agreements through an on-lending transaction in U.S. Dollars for the development and production of natural gas in the Manati ﬁeld in the amount of BRL 45.5 million. The
loans are payable over 72 months, and mature on October 15, 2010. The interest rates are LIBOR plus 5.5 %. On December 31,
2007, the total balance of these two obligations was USD 13.3 million.
In November 2006, Norse Energy Corp. ASA’s subsidiary Rio das Contas entered into a credit agreement for investment in production and transport of natural gas and condensate from the Manati ﬁeld in the amount of BRL 82.7 million. The amount was divided
into four tranches; (i) BRL 6.7 million; (ii) BRL 60.2 million; (iii) BRL 1.6 million; and (iv) BRL 14.2 million. Tranches (i) and (ii)
are amortized over 72 months, and carry an interest rate of currency basket or TJLP plus a ﬁxed rate. Tranches (iii) and (iv) are amortized over 51 months, and also carry an interest rate of either a currency basket or TJLP plus a ﬁxed rate. On December 31, 2007, the
balance of this obligation was USD 43.9 million.
In April 2007, the company entered into a loan agreement through an on-lending transaction in USD, at the amount of BRL 19.9
million, for the acquisition of interest in the Cavalo Marinho and Estrela do Mar ﬁelds. The loan is payable over 66 months, and matures in October 2012. The interest is ﬁxed at 9.55 %. On December 31, 2007, the balance of this obligation was USD 9.8 million.
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In July 2007, Rio das Contas entered into loan agreements through an on-lending transaction in USD at the amount of BRL 14.5
million, for the development of natural gas and condensate in the Manati ﬁeld. The loans are payable over 53 months, and matures in
December of 2011. On December 31, 2007, the total balance of these two agreements was USD 7.6 million.
The additional main loan conditions includes pledging of oil production and its associated cash ﬂow to one of the ﬁnancial institutions, keeping an equity ratio in Coplex at a minimum of 30 %, and maintaining a debt service coverage ratio in excess of 1.4.
Further, it is a condition that Coplex maintains its license rights in Brazil. The agreements also have cross default covenants, meaning
that any default of other material agreements for Coplex will lead to a default under these loan agreements. The company was in
compliance with the loan covenants as of year-end with exception of the USD 13.3 million loan in Coplex for which a waiver was
obtained. This loan has been reclassiﬁed to short-term debt in line with IFRS requirements.

USA ﬁnancing
Revolving credit line
On September 10, 1999, the company entered into a credit agreement with a ﬁnancial institution. In February 2003, the the ﬁnancial
institution increased the credit agreement’s borrowing base to USD 12.1 million and in November 2004 the base was increased to
USD 14.7 million. In October 2007, the base was increased further to USD 30 million. As part of the amendment, Norse Energy
Corp. ASA’s subsidiary Nornew entered into a Security Agreement with the bank, whereby the bank has a security interest in all assets
of Nornew.
The credit agreement carries an interest of prime less 0.25 % if utilization is less than 25%, prime less 0.125 % if utilization is equal
to or greater than 25 % but less than 50 %, prime if utilization is equal to or greater than 50 % but less than 75 % and prime plus
0.125 % if utilizations greater than 75 %. The loan is collateralized by certain natural gas properties and the south Jamestown Gathering System. The credit agreement matures on January 1, 2009. The monthly borrowing base reduction is zero. As of December 31,
2007, outstanding under the credit agreement was USD 19.3 million and the company had issued Letters of Credits amounting to
USD 1.4 million, reducing the availability under the credit line.
The credit agreement requires the company to maintain certain ﬁnancial covenants. As of December 31, 2007, the company was not
in compliance with certain covenants. A waiver for this was obtained; however, as the grace period did not extend beyond 12 months
after the balance sheet date, the loan has been reclassiﬁed to short-term debt. The credit agreement also includes restrictions as to
payment of dividend, or other kind of distribution for payment of inter-company debt, further indebtedness or contingent liabilities,
further encumbrances, sales of assets, investments, corporate restructuring, transactions with afﬁliates, engagement in other parts of
business, change of ownership of the borrowers as well as further lending from the borrowers. The credit agreement includes normal
default provisions, including a cross-default provision related to other defaulted agreements in excess of USD 50 000.
The outstanding balance per December 31, 2007, was fully repaid in March 2008 upon ﬁnal closure of the divestment of the Medina
ﬁeld assets. The borrowing base was USD 5.5 million following this divestment.
Norse Pipeline Note
In conjunction with the acquisition of the Norse Pipeline system in June 1999, the company entered into a ﬁnancing agreement with
Colombia Gas Transmission Corporation for USD 18.8 million. This ﬁnancing agreement was restructured in December 2002. The
face amount of the restructured ﬁnancing agreement was USD 11 million with a stated interest rate of 5 % on USD 6.3 million of
the balance and 0 % on USD 4.7 of the balance. The effective interest rate on the USD 11 million face value was approximately 1 %.
As the restructured debt was issued at a below-market interest rate, the company determined the fair value of the debt to be USD 9.6
million per December 31, 2002 by imputing interest at 4.25 %. The loan is subject to quarterly repayments and matures September
30, 2015.
The ﬁnancing agreement is secured by the Norse Pipeline system assets.
As of December 31, 2007, USD 6.5 million was booked as outstanding under the note.
The ﬁnancing agreement requires Norse Pipeline to not declare or pay any dividend or distribution, nor acquire for value, any shares
of its stock; nor pay any bonuses to directors, managers, ofﬁcers or employees; nor make any payment, whether principal or interest
on any intercompany debt, excluding payments to reduce principal arising after the date of the loan. As of December 31, 2007, the
company was not in compliance with all covenants, and a waiver was obtained. However, as the waiver was only valid until March 31,
2008, the loan has been classiﬁed as short-term debt in line with IFRS requirements.
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Asset retirement obligations
In accordance with agreements and legislation, the wellheads, production assets, pipelines and other installations may have to be
dismantled and removed from oil and natural gas ﬁelds when the production ceases.
The following table presents the reconciliation of the beginning and ending aggregate carrying amount of the obligation associated
with the retirement of oil and gas properties:
(Amounts in USD 1 000)

Asset Retirement Obligation

2007

2006

10 640

6 673

0

3 478

Liabilities incurred during the year

5 028

442

Additional liability, the Coral ﬁeld

3 993

0

Reversal of liabilities during the year

-5 807

0

Liabilities associated with assets held for sale

-1 287

0

Accretion expense

65

47

At December 31,

12 632

10 640

At January 1,
Liabilities acquired

The value of the asset retirement obligations booked in Brazil of USD 12.5 million is based on an appraisal report prepared by Petrobras’ (the operator of the Coral ﬁeld) engineers according to the Brazilian Petroluem Agency’s (ANP) regulations. In January 2007,
when production started from the Manati ﬁeld, the company booked asset retirement obligations of USD 4.4 million based on an
appraisal report prepared by Petrobras (Operator). Asset retirement obligations for US gas ﬁelds amounted to USD 1.4 million per
year-end.
Beginning early 2006, the partners in the Coral Consortium agreed to deposit funds monthly to a restricted bank account, to cover
the expected decommissioning costs for the Coral ﬁeld. The amount required to be deposited is calculated quarterly based on the
proportion of produced reserves compared to remaining proven plus probable reserves. As of December 31, 2007, the company has
deposit USD 5.8 million to cover the abandonment liability.

;<A2 &

Guarantees and pledges
Norse Energy has provided a performance guarantee to the Brazilian petroleum directorate ANP, in terms of which the company is liable for the commitments for Coral, Estrela-do-Mar, Cavalo Marinho, BCAM-40, BM-CAL 5 & 6, BT-REC 22 & 30 and Sardinha
licenses in accordance with the given concessions for the licenses.
Norse Energy is liable for any default by the other partners in the consortiums, via the participation in the joint operating agreements.
All shares in Coplex and Rio das Contas have been pledged to two banks as collateral for the engagement in Brazil. In reality this
means that most of the company’s Brazilian assets are pledged to these two banks.
In accordance with the loan agreements with one of the lenders, the oil and gas production and the associated cash ﬂow are pledged to
this ﬁnancial institution. The oil produced from Cavalo Marinho Field is pledged to one of the lenders.
The parent company has provided guarantee letters for certain loans that its subsidiaries have in Brazil, totaling USD 21 million.
Furthermore, the parent company and Norse Energy Corp. USA have provided certain guarantees and letters of credit on behalf of
Mid American Natural Resources in the amount of USD 0.6 million and USD 1.1 million, respectively.
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Other commitments
The company has a lease commitment through the consortium operator until March 2010 for Atlantic Zephyre, the offshore drilling
rig currently in place on the Coral ﬁeld, and Avare, a storage tanker. The day rate for Atlantic Zephyre is USD 45 000 and for Avare it
is USD 17 000, total USD 21 700 to the company’s 35 % interest.
In Brazil, Norse Energy pays a royalty of 8.5 % to the Brazilian State. In addition, there is a 9.25 % tax on the Gross Revenues (PIS
and COFINS), except for Coplex Coral sales for which tax is 3.65 % on Gross Revenue. For natural gas sales in the domestic market,
the company pays an additional tax on the Circulation of Merchandise and Service, or ICMS, at a rate of 12.00 % based on total
gross revenues.
In the US the company is leasing the land where natural gas is being produced. Such leasing contracts are entered into before drilling
of the wells start, and should the drilling fail to ﬁnd any producible gas; the leasing contract can in most cases be immediately terminated. However, if gas is found, the lease is converted to royalties. The company typically pays a 12.5 % royalty of gross revenue from
natural gas production to the landowners in the US, where the land is leased, and is valid for as long as the commercial production
lasts.
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Related parties
Norse Energy has certain transactions with related parties. All transactions are priced on arm’s length basis. See note 10 in the parent
company’s notes for shares owned by Ofﬁcers and Board Directors in Norse Energy.
Norway
The parent company leases ofﬁces spaces from Eitzen Holding AS – a company controlled by Axel C. Eitzen, the largest shareholder
as of year-end and former chairman of the Board of Norse Energy. For 2007 the company was invoiced USD 111 000 in lease expenses (including utilities), and per year-end no outstanding liabilities were recorded. For 2006, the lease expense was USD 73 000.
The company also leased a parking space from the CEO for NOK 1 500 per month, equaling approximately USD 3 000 and 2 000,
in 2007 and 2006 respectively.
In early 2007, the company received 200 000 shares in Biofuel Energy ASA as payment for services rendered. The chairman of the
Board in Norse Energy, Petter Mannsverk Andresen, was also the former CEO of Biofuel Energy ASA.
In 2006, MarchFirst AS, where Petter Mannsverk Andresen is a partner, invoiced the company about USD 40 000 for various
consultancy services. Per year-end no outstanding liabilities were recorded. Also, Greylock Management AS, owned by Norse Energy’s
Board Director Joey S. Horn, invoiced the company about USD 4 000 for various consultancy services during 2006. Per year-end, no
liabilities were recorded. There were no transactions with MarchFirst or Greylock Management in 2007.
Brazil
Jose Almeida dos Santos, the head of the Brazilian operations owns 2.15 % of Starﬁsh Oil and Gas SA (Starﬁsh). Norse Energy
acquired in 2006 a 7.5 % interest in Coral, Estrela-do-Mar and Cavalo Marinho ﬁelds from Starﬁsh for USD 17.5 million, of which
payment of USD 3 million is conditional to performance of the ﬁelds. For further details on this purchase, refer to note 2. In addition, the company owns interests in two onshore blocks in BT-REC-22 and BT-REC-30 where Starﬁsh is the operator.
USA
During 2007, Synchronnection invoiced Norse Energy USD 63 593 for successbased, non-exclusive recruiting services provided.
Synchronnection is a company owned by Adria Czerewaty, who is the wife of Øivind Risberg, Norse Energy’s Director and CEO.
At year-end no outstanding liabilities were recorded. For 2006, the company was invoiced USD 20 700 for services rendered from
Synchcronnection.
Norse Energy’s subsidiary Norse Pipeline, LLC has a lease agreement for ofﬁce space with John Gravanda, President of the G&T division until June 2007. For 2007 Norse Pipeline was invoiced a total of USD 8 843 in lease expenses, while in 2006 Norse Pipeline and
MANR were invoiced USD 39 071 in lease expenses. The lease expires June 30, 2010.
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Financial risk management
Overview
The activities of the company are exposed to various ﬁnancial risks; liquidity risk, credit risk and market risk. The latter includes
foreign exchange risk, interest rate risk, price risk and energy marketing activity risk. The overall risk management program focuses on
the unpredictability of ﬁnancial markets and seeks to minimize potential adverse effects on ﬁnancial performance – more speciﬁcally
the risk associated with our ﬂoating interest loans, currency loans and the price for oil and gas. Derivative ﬁnancial instruments are
used to hedge such risk exposures.
Financial risk management is carried out by employees in the parent company Norse Energy Corp. ASA in Oslo under policies approved by the Board of Directors. Management of Norse Energy Corp. ASA identiﬁes, evaluates and hedges ﬁnancial risks in close
cooperation with the operating units in Brazil and USA. The Board of Directors reviews these written principles for overall risk management and the policies covering speciﬁc areas, such as foreign exchange risk, interest rate risk, credit risk, use of derivative ﬁnancial
instruments and non-derivative ﬁnancial instruments, as well as investment of excess liquidity.
Norse Energy manages its capital to ensure that the company will be able to continue as a going concern while maximizing the return
to shareholders through optimizing the balance between debt and equity. The company aims to secure long-term ﬁnancing in diversiﬁed capital markets in order to avoid dependency on a single market or ﬁnancial institution. The company also seeks to have certain
ﬂexibility as timing of projects in both Brazil and the US can vary greatly. The current ﬁnancial structure of the company should
provide the ﬂexibility necessary to respond to the capital needs when business opportunities occur.
The equity ratio at the end of 2007 was approximately 19 % compared to 26 % at the end of 2006. For details on the company’s
equity, refer to note 16, and for details on interest bearing debt, refer to note 17. There were no signiﬁcant changes in the company’s
approach to capital management during 2007 or 2006.
This note presents information about the company’s exposure to the risks mentioned above and the objectives and policies for measuring and managing such risks.
Liquidity risk
Prudent liquidity risk management includes maintaining sufﬁcient cash and marketable securities, the availability of funding from an
adequate amount of committed credit facilities, and the ability to close out market positions. Due to the dynamic nature of our underlying business, parent company management maintains ﬂexibility in funding by maintaining availability under committed credit
lines and through the bond market. In addition, management obtains funding through reserve based lending in the US.
Credit risk
Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents, derivative ﬁnancial instruments and deposits with banks and ﬁnancial institutions, as well as credit exposures to customers, including outstanding receivables and committed
transactions.
ÀÊL>ÃÊ>`Êw>V>ÊÃÌÌÕÌÃ]ÊÞÊ`i«i`iÌÞÊÀ>Ìi`Ê«>ÀÌiÃÊÜÌ Ê>ÊÕÊÀ>Ì}ÊvÊQº»RÊ>ÀiÊ>VVi«Ìi`°ÊÞÊV >}iÊvÊ
ﬁnancial institutions (except minor issues) are approved by the CFO.
If our customers are independently rated, these ratings are used. Otherwise, if there is no independent rating, risk control in the operating units assesses the credit quality of the customer, taking into account its ﬁnancial position, past experience and other factors. The
utilization of credit limits is regularly monitored and kept within approved budgets.
The credit risk of the buyer of the oil and natural gas in Brazil (Petrobras) to default on the payment is considered to be very low. The
credit risks for the sale of natural gas, and sale and purchase of natural gas via the subsidiary Mid American Natural Resources and
from the US G&T Division is similarly considered to be low, as historically the amount of default of receivables has been very low
and the company has implemented routines to screen the customers. The company has secured signiﬁcant guarantees from customers
of Mid American.
Market risk
Foreign exchange risk
The company operates internationally and is exposed to foreign exchange risk arising from various currency exposures, primarily with
respect to the Norwegian Kroner (NOK), the US dollar (USD) and the Brazilian Reais (BRL). Management has set up a policy where
group companies are required to manage their foreign exchange risk against their functional currency. Foreign exchange risk arises
when future commercial transactions or recognized assets or liabilities are denominated in a currency that is not the entity’s functional
currency.
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The company has investments in foreign operations, whose net assets are exposed to foreign currency translation risk. However, the
company has obtained loans in BRL to mitigate the currency risk arising from the subsidiaries net assets.
The company uses cross currency interest rate swaps to hedge the forward foreign currency risk associated with certain foreign currency denominated bond loans, all in NOK. The company’s policy is to hedge all loans denominated in NOK except working capital
for headquarters in Norway. Currently, the company has fully hedged all NOK loans using forward contracts that mature on the same
dates that the loans and interest are due for repayment.
Interest rate risk
The company has interest rate risk exposure arising from changes in USD, BRL and NOK interest rates on our long-term borrowings. Borrowings issued at variable rates expose the company to cash ﬂow interest rate risk. Borrowings issued at ﬁxed-rates expose the
company to fair value interest rate risk.
To manage interest rate risk, management retains a proportion of ﬁxed to ﬂoating rate borrowings within limits approved by the
Board of Directors. We will achieve this through obtaining a mix of ﬁxed and ﬂoating rate term debt, and by entering into interest
rate swaps.
Commodity price risk
The nature of the company’s industry is subject to considerable price volatility, over which we hold little control, and a material
decline in commodity prices could result in a decrease in our production revenue. To manage this risk, we strive to keep a balance
between ﬁxed and ﬂoating price contracts.
OIL
The company currently only has oil production in Brazil. Due to the volatility in the oil production volumes in recent periods, it
is the company’s policy not to sell any oil forward. Instead, oil put options that provide a ﬂoor for the price of oil sold in Brazil is
deemed an appropriate risk management tool. It is company policy that oil put options should be considered for a part of the expected production volumes.
Estimated production volumes and the level of exposure is monitored closely by management on a regular basis. Any changes to the
level of exposure shall be approved by the BOD.
NATURAL GAS
The Group has natural gas production both in Brazil and in the US.
In Brazil, a ﬁxed price contract, which is adjusted annually for inﬂation and with price renegotiation in three years, has been established with Petrobras. This take-or-pay contract has a term related to minimum and a maximum volume produced. As Petrobras is
deemed as a higher creditworthy customer, no further risk management measures are deemed necessary for the natural gas production
in Brazil.
In the US, the company’s natural gas production is subject to market price ﬂuctuations. As operator for most all the US gas production, the company is also the seller of most all our production. The company’s gas production is not exposed to signiﬁcant production
interruptions outside of the potential freeze ups wintertime or when interstate pipelines, which we transport most all our production,
are down for maintenance or we have compression downtime as most of the gas production requires compression for sale.
Due to limited historical downtime, most all our US gas production is therefore deemed acceptable to use ﬁxed price forward sales
contracts to secure certain proﬁts level. These forward contracts can be either physical or ﬁnancial derivative based. Historically the
company has been using both the physical and ﬁnancial markets to secure some of its future production. In general the Company has
a policy to hedge not more than 60 % of proven production, which could be increased to 80% in more special circumstances. Currently any hedging is subject to Board of Directors approval.
Marketing activity risk
Our Energy Marketing division generates a margin through sales and purchases of physical volumes of natural gas. The majority of
the ﬁxed price purchase-contracts, both ﬁnancial and physical, are balanced with ﬁxed price sales-contracts, ﬁnancial or physical.
Other price risk
The company is exposed to equity securities price risk because of investments held by the company and classiﬁed on the consolidated
balance sheet as non-current assets at fair value through proﬁt or loss.
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At year-end 2007, the company only invested in one such company – Biofuel Energy ASA. Upon initial recognition, this investment
was designated by Norse Energy as at fair value with adjustments going through P&L. Our CEO has been instrumental in the rendering of the services to which Norse received the shares in the ﬁrst place, and our Chairman of the Board is also the CEO of Biofuel
Energy ASA. In other words, our senior management and BOD are evaluating the performance of this investment closely, and our
ownership is deﬁned as a strategic investment.
The shares of Biofuel Energy ASA are traded over-the-counter (OTC), and are as such not traded regularly. However, there are several
recent signiﬁcant public offerings carried out. Independent investors have participated in these public offerings, and the share price
used in these offerings is determined as a reliable estimate for the value of each share.
At the present time, such investments are not signiﬁcant and no speciﬁc measures (like portfolio diversiﬁcation) have been taken. Risk
management procedures will be put in place on request from the BoD when deemed necessary.
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Legal proceedings
Legal proceedings as of year-end 2007
Brazil
The Association of Petrobras Engineers (AEPET) ﬁled a lawsuit against ANP and all companies that bid on concessions in the ANP
3rd Round. The purpose of this lawsuit was to annul the 3rd Bid Round as well as all the concession contracts signed as a result of this
bid round. Since the company’s subsidiary Morro do Barro acquired the concessions in BM-CAL 5 & 6 that was granted to Petroserv
in this bid round, the company was summoned to reply to the lawsuit. The company evaluates the risk related to this law suit to be
remote as the arguments used to annul the 3rd Bid Round and signed concession contracts are inconsistent, and are against previous
jurisprudences of the Court of the State of Rio de Janeiro. No accrual has been made related to this lawsuit.
The company’s subsidiary Rio das Contas is a party in a lawsuit ﬁled by the Fishermen Association in the Manati Project region
demanding for indemniﬁcation for environmental damages as a result of alleged non-implementation of the compensatory measures
established on the Environmental studies and reports part of the Environmental Licensing Process. There was a subsidiary request for
an injunction to suspend the activities of implementation of the platform, pipeline and all infrastructure related to the project, which
was not granted by the Court. The company evaluates the risk associated with this law suit as remote since the basic argument is that
the implementation of the Manati project has caused environmental damages, but throughout the petition there was no indication of
a concrete damage. The issuance of the IBAMA Operation License further strengthens the company’s case. No accrual has been made
related to this lawsuit.
We are party to one administrative proceeding at the tax level, which on December 31, 2007, totaled R$ 2.2 million. This proceeding
refers to the payment on the Social Integration Program (PIS) and Social Securities on Revenues (COFINS) levied on the ﬁnancial
revenues. Based on the opinion of our legal advisors, we believe the risk of loss is considered remote. No accrual has been made related
to this lawsuit.
USA
Two separate lawsuits on the docket involve injury to an employee of a drilling services company who was purported injured during
drilling operations. In each respective case, the drilling company was under contract to Nornew, Inc, a subsidiary of Norse Energy
Corp. ASA. In each lawsuit, Nornew is contractually indemniﬁed by the drilling company from liability for any damages awarded
pursuant to these causes of action, thus Nornew does not anticipate any liability resulting from these causes of action.
The third lawsuit involves a family dispute relative to asserted erroneous partition of lands on which Nornew is producing gas from
several gas wells. Nornew has always paid royalties based on its title opinions, and expects the royalty disbursement issues to be
resolved via the court’s decision relative to the family’s partition of the lands and minerals.
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Company structure
The table below sets out Norse Energy’s company structure as of December 31, 2007.

Ownership
(in %)

Nationality of
subsidiary

Company

Subsidiaries

Norse Energy Corp. ASA

Norse Energy AS

100

Norway

Norse Energy Corp. USA

100

USA

Naftex Energy Corporation

100

Canada

Norse Energy do Brasil S.A.

99.99

Brazil

Coplex Petroleo do Brasil Ltda.

0.01

Brazil

Naftex Whitehorse Yukon Corp.

100

Canada

Naftex Yukon Corp.

100

Canada

Naftex Holdings Ltd.

100

Cayman Island

Naftex Energy Corporation

Norse Energy do Brasil S.A.

Coplex Petroleo do Brasil Ltda.

Norse Energy Corp. USA

Coplex Petroleo do Brasil Ltda.

99.99

Brazil

Rio das Contas Produtora de Petroleo Ltda

55

Brazil

Morro do Barro Produtora de Petroleo Ltda

90

Brazil

Rio das Contas Produtora de Petroleo Ltda

45

Brazil

Morro do Barro Produtora de Petroleo Ltda

10

Brazil

Nornew, Inc.

100

USA

Nornew Energy Supply, Inc.

100

USA

Norse Pipeline, LLC

100

USA

Mid American Natural Resources, LLC

100

USA

NEC Drilling, LLC

100

USA

50

USA

Strategic Energy Corporation
Strategic Energy Corporation

MariCo Oil and Gas Corporation

100

USA

Nornew, Inc.

Vandermark Exploration, Inc.

100

USA

The remaining 0.01 % shares in Norse Energy do Brazil S.A. are owned by the ﬁve directors serving on the Board of Norse Energy do
Brazil S.A.
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Subsequent events
Sale of Medina ﬁeld assets
On March 14, 2008, the company ﬁnalized the sales transaction with the purchaser of the Medina ﬁeld assets. These assets are classiﬁed as assets held for sale in the balance sheet. See note 3 for further details and carrying amounts.
Change in shareholder composition
In January 2008, the majority shareholder Axel C. Eitzen and afﬁliated companies of Mr. Eitzen sold all shares in Norse Energy. See
discussion in the Director’s report for further details.
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Reserves (unaudited)
The company has adopted a policy of regional Reserve Reporting using external third party companies to audit its work and certify
reserves and resources according to the guidelines established by the Oslo Stock Exchange (OSE). Reserve and Contingent Resource
estimates comply with the deﬁnitions set by the Society of Petroleum Engineers/World Petroleum congress (SPE/WPC) as issued in
March 2007. Each region (division) has a long standing relation with its certiﬁcation agents; Gaffney, Cline & Associates (Brazil) and
Schlumberger Technology Corporation (USA).
The following is a summary of key results from the reserve reports (net to the company’s share):

1P reserves
(MMBOE)

2P reserves
(MMBOE)

3P reserves
(MMBOE)

Contingent Resources
(Best estimate)
(MMBOE)

10.31

13.26

17.69

32.59

Northern Appalachia

2.38

3.54

6.58

32.59

Jamestown, NY

7.93

9.72

11.10

-

18.87

34.86

44.15

6.67

Coral

0.10

0.12

0.15

Estrela-do-Mar

0.00

5.66

6.79

Cavalo Marinho

5.03

12.02

15.48

13.74

17.07

21.73

29.18

48.12

61.84

Norse segment
USA

Brazil

Manati
Norse Totals

39.26

The Brazil Contingent Resources are related to various ﬁelds.

During 2007, the company has had the following reserves development:
2P reserves
(MMBOE)

Reserves Development
Balance (previous ASR) as of December 31, 2006

44.44

Production 2007

-1.55

Acquisitions/disposals since previous ASR

-

Extensions and discoveries since previous ASR

-

New developments since previous ASR

5.68

Revisions of previous estimates

-0.45

Balance (current ASR) as December 31, 2007

48.12

A 96

.;;B.9 ?2=<?A $
N o t e s t o C o n s o l i d a t e d Fi n a n c i a l S t a t e m e n t s 6 7

5ZZ[bM`UbQ

A 97

=.?2;A 0<:=.;F 36;.;06.9 @A.A2:2;A@
Parent Company Income Statement
(Amounts in NOK 1 000)
Years ended December 31,

Note

2007

2006

2005

Operating income
Operating revenues
Total operating income

2

572
572

626
626

2 735
2 735

Operating expenses
Sales, administrative and general expenses
Depletion and depreciation
Total operating expenses

3
4

16 235
77
16 312

14 763
44
14 807

11 953
0
11 953

-15 740

-14 182

-9 218

30 546
7 314
44 971
-38 813
-69 635
-7 114

24 369
5 299
34
-28 377
-46 003
-24 110

12 352
2 865
0
25 357
-22 195
-2 249

-198 398
-5 859
-236 987

0
-3 317
-72 105

0
-470
15 660

-252 727

-86 287

6 442

0
-252 727

0
-86 287

0
6 442

-252 727

-86 287

6 442

Operating proﬁt (loss)
Financial items
Interest received from subsidiaries
Other interest income
Other ﬁnancial income
Currency gain/loss
Interest costs
Loss on derivatives

2
6
5
6

Impairment of subsidiary
Other ﬁnancial costs
Net ﬁnancial items

6

Results from continued operations
Taxes
Net proﬁt (loss) from ordinary activities

7

Net proﬁt (loss) for the year

The Board of Directors
Lysaker, April 18, 2008
Norse Energy Corp. ASA

Petter Mannsverk Andresen
Chairman of the Board

Lise Heien Langaard
Director

Jon-Aksel Torgersen
Director

Joey S. Horn
Director
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Parent Company Balance Sheet
(Amounts in NOK 1 000)
As of December 31,

Note

2007

2006

4
8
2

258
521 029
435 541
0
60
956 888

270
612 990
404 796
7 122
0
1 025 179

2

362 520
766
156 354
519 641

381 585
168
218 457
600 210

1 476 529

1 625 388

ASSETS
Non-current assets
Furniture, ﬁxtures and ofﬁce equipment
Investment in subsidiaries
Loan to subsidiaries
Financial derivatives
Other non-current assets
Total non-current assets
Current assets
Loan to subsidiaries
Other current assets
Cash and cash equivalents
Total current assets

9

TOTAL ASSETS
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Parent Company Balance Sheet
(Amounts in NOK 1 000)
As of December 31,

Note

2007

2006

EQUITY
Paid-in capital
Share capital
Share premium reserve
Treasury shares
Total paid-in capital

310 345
295 605
-92
605 857

310 345
626 987
-92
937 240

Retained earnings
Loss carried forward
Total retained earnings

0
0

-79 244
-79 244

605 857

857 996

713

713

0
832 456
833 169

190
727 698
728 600

Current liabilities
Accounts payable
Financial derivatives
Other current liabilities
Total current liabilities

31
0
37 472
37 503

9
7 761
31 022
38 792

TOTAL LIABILITIES

870 671

767 392

1 476 529

1 625 388

EQUITY AND LIABILITIES

TOTAL EQUITY

10

LIABILITIES
Long term liabilities
Provision for accruals
Pension liability
Bond loan
Total long term liabilities

3
5

TOTAL EQUITY AND LIABILITIES

A 100

.;;B.9 ?2=<?A $
Pa r e n t C o m p a n y B a l a n c e S h e e t 7 1

Parent Company Statement of Cash Flow
(Amounts in NOK 1 000)
Years ended December 31,

2007

2006

Cash ﬂows from operating activities
Net proﬁt/(loss) for the year
Depreciation
Options expensed
Impairment on investment in subsidiary
Change in other accruals and unrealized currency items
Net cash ﬂows from operating activities

-252 727
77
589
198 398
43 670
-9 993

-86 287
44
-507
0
54 391
-32 359

Cash ﬂows from investing activities
Change in investments in subsidiaries
Increase in loans to subsidiaries
Investments in ofﬁce equipment
Acquisition of oil put options
Fees realted to ﬁnancial instruments
Investments in Biofuel Energy ASA
Net cash ﬂows from investing activities

-97 158
-138 220
-64
0
0
-60
-235 502

-104 901
-340 509
-135
-9 321
-5 084
0
-459 950

0
0

124 800
-5 501

Repayment of loans
Proceeds from draw downs on loans
Net cash ﬂows from ﬁnancing activities

0
197 500
197 500

-38 633
483 201
563 867

Net increase in cash and cash equivalents

-47 995

71 558

Cash and cash equivalents at the beginning of the ﬁnancial year

218 457

146 899

Effects of exchange rate changes on the balance of cash held in foreign currencies

-14 108

0

Cash and cash equivalents at the end of the ﬁnancial year

156 354

218 457

Cash ﬂows from ﬁnancing activities
Proceeds from issuance of shares
Share issue costs
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Accounting principles and merger
The annual accounts for the parent company Norse Energy Corp. ASA have been prepared in accordance with the provisions of the
Norwegian Accounting Act and Norwegian Generally Accepted Accounting Principles (NGAAP). The consolidated ﬁnancial statements have been prepared under International Financial Reporting Standards (IFRS) and are presented separately from the parent
company.
The accounting policies under IFRS are described in note 1 to the consolidated ﬁnancial statements. The accounting principles applied under NGAAP are in conformity with IFRS unless otherwise stated in the notes below.
The parent company’s annual ﬁnancial statements are presented in Norwegian Kroner (NOK) which is the currency used for accounting purposes. Shares in subsidiaries and other shares are recorded in Norse Energy Corp. ASA’s accounts using the cost method of accounting. Bond loans are booked net of the amortized transaction costs, and the transaction costs are amortized over the loan period.
Northern Oil ASA and NaturGass (USA) AS merged with effect for the ﬁnancial accounts February 25, 2005. See further details in
note 1 in the consolidated ﬁnancial statements.

;<A2 

Transactions and balances with subsidiaries
Operating revenues relate exclusively to the provision of administrative services to subsidiaries.
Outstanding loans and balances with subsidiaries (denominated in USD) amount to NOK 798 million, including accrued interest,
per exchange rate at year-end. Per year-end 2006, outstanding loans amounted to NOK 786.
The parent company’s loan to the Brazilian subsidiaries Coplex, Rio das Contas and Norse Energy do Brazil are considered to be
short term, and amounts per year-end to USD 80 million (NOK 436 million) compared to USD 59 million (NOK 368 million) in
2006. Loan to Naftex is also considered to be short term, and amounted to USD 2 mill (NOK 9 million) per year-end 2006, while at
year-end 2007 the loan was written off to NOK 0 as recoverability was uncertain. Loans to NEC USA amounts to USD 67 million
(NOK 363 million), and are considered to be long term loans. Per year-end 2006, these loans amounted to USD 64 million (NOK
405 million).

;<A2

Sales, administrative and general expenses
Salaries
The parent company had 5 employees at December 31, 2007, and an average of 5 employees during the year, compared to 3
employees at December 31, 2006 and an average of 3.75 during 2006. Wages and salaries for these employees are included in Sales,
administrative and general expenses.
Øivind Risberg, CEO of NEC USA, assumed the role as CEO for the parent company with effect from May 23, 2005. For details
on both Mr. Risberg and as CFO Mr. Anders Kapstad remuneration for 2006 and 2007, refer to note 6 in the consolidated ﬁnancial
statements.
Norse Energy has an option program amounting to 10 million shares, approved by the Annual General Meeting on May 23, 2006.
At the beginning of the year, 7.3 million of these options were granted to key employees, and as of December 31, 2007, 9.9 million
options have been granted. For further details on this program, see note 12 in the consolidated ﬁnancial statements.
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Breakdown on wages and other compensation to the employees:
(Amounts in NOK 1 000)
2007

2006

2005

Wages

4 843

2 949

1 871

Employer’s contribution

1105

563

258

Pension costs

327

550

0

Other compensation

848

586

39

7 123

4 648

2 168

2007

2006

2005

Petter Mannsverk Andresen, Chairman (former Director)

375

150

88

Joey S. Horn, Director

375

150

88

Jon-Aksel Torgersen, Director

375

150

225

Lise Heien Langaard, Director

0

0

0

Øivind Risberg, Director and CEO

0

0

0

425

200

166

1 550

650

567

Total wage expenses and other compensation

Board of Directors remuneration
Remuneration of members of the Board and committees of the Board is summarized below:
(Amounts in NOK 1 000)

Axel C. Eitzen, former Chairman
Total

NOK 1,550,000 was paid in June 2007, of which NOK 925,000 related to 2006. Per year-end, NOK 625,000 is accrued for the
second half of 2007.
NOK 650 000 was paid in June 2006, of which NOK 325 000 related to 2005 and was accrued per the beginning of the year. NOK
241 000 was paid in 2005 as remuneration to the current Board of Directors, in addition NOK 325 000 for the second half of 2005
were accrued per year-end 2005.
Pension
The company is required to have an occupational pension scheme in accordance with the Norwegian law on required occupational
«iÃÊºÛÊÊL}>ÌÀÃÊÌiiÃÌi«iÃ»®°Ê/ iÊV«>ÞÊiÃÌ>LÃ i`Ê>Ê«iÃÊÃV iiÊÊÓääÈÊÌ >ÌÊiiÌÊÌ iÊÀiµÕÀiiÌÃÊ
of that law. In June 2007, the company changed the pension scheme to a deﬁned contribution scheme. Subsequent to this change,
no pension liability is recognized in the balance sheet and an asset of ~NOK 120,000 is recognized as a prepayment and classiﬁed as
º"Ì iÀÊVÕÀÀiÌÊ>ÃÃiÌÃ»°Ê Ý«iÃiÃÊÀi>Ìi`ÊÌÊÌ iÊiÜÊÃV iiÊvÊ "Ê£x{ÊÎÓÊÜ>ÃÊVÕÀÀi`ÊvÀÊÕiÊÌÊ iViLiÀÊÓääÇ°
The company’s old pension scheme covered a total of 5 employees until it was dissolved in June 2007 and per December 31, 2006, it
covered 2 employees. The table below sets out the pension liability recorded in the balance sheet.
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(Amounts in NOK 1 000)

Pension cost

2007

2006

2005

Service cost

222

537

0

Interest cost

5

0

0

Return on pension plan assets

-6

-9

0

Amortization of deviation in estimate

85

0

0

-129

0

0

-8

22

0

169

550

0

Amount recognized in the Balance Sheet

2007

2006

2005

Accrued pension obligation at period end

0

269

0

Estimated effect of future salary increases

0

125

0

Estimated pension obligation at period end

0

394

0

Pension plan assets (at fair value) at period end

0

338

0

Unrecognized effects of actuarial gains/losses

0

112

0

Payroll tax

0

22

0

Net beneﬁt obligations

0

190

0

2007

2006

2005

Liability at beginning of period

190

0

0

Total expense charged in the income statement

169

550

0

Adjustment for change in pension plan

-116

0

0

Contributions paid

-243

-360

0

Balance period end

0

190

0

Actuarial assumptions

2007

2006

2005

Discount rate

4.4%

4.4%

0

Wage growth

4.5%

4.5%

0

Yield on pension assets

5.4%

5.4%

0

Average turnover

5.0%

5.0%

0

P&L effect of one-time incidents
Payroll tax
Net pension cost

Movement in the recognized liability

The actuarial assumptions are based on assumptions of demographical factors normally used within the insurance industry and are in
line with current recommendations provided by the Norwegian Accounting Standards Board.
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Auditor
The company expensed the following amounts (exclusive VAT) for services provided by the auditor Ernst & Young:
(Amounts in NOK 1 000)

2007

2006

2005

1030

874

681

0

95

34

44

163

611

1 074

1 132

1 326

Furniture

IT

Total

210

139

349

Investments

2

62

64

Disposals

0

0

0

212

201

413

72

83

155

140

118

258

21

56

77

Statutory audit and audit related services
Tax services
Consulting, other services
Total expensed costs Ernst & Young

;<A2 !

Furniture, ﬁxtures and ofﬁce equipment
The company has the following ofﬁce equipment:
(Amounts in NOK 1 000)

Acquisition cost at January 1, 2007

Acquisition cost at December 31, 2007
Accumulated depreciation
Net Book Value at December 31, 2007

Depreciation for the year

IT equipment is depreciated over three years on a straight-line basis, while furniture is depreciated over ten years also using a straightline basis.

.;;B.9 ?2=<?A $
7 6 No t e s t o Pa r e n t C o m p a n y Fi n a n c i a l S t a t e m e n t s

A 105

;<A2 "

Bond loans
During 2007, a new bond loan was obtained, and three bond loans existed as of December 31, 2007. The loans are presented net of
the value of the currency swaps in place, which lead to a reclassiﬁcation in the 2006 balance sheet of approximately NOK 17 million.
NOK 300 million bond loan
The company issued a 5-year senior unsecured bond loan in 2005, with a total borrowing limit of NOK 300 million. NOK 200 million was issued on July 13, 2005, while the ﬁnal tranche of NOK 100 million was issued in November 2005. The loan will mature on
ÕÞÊ£Î]ÊÓä£ä]Ê>`ÊÃÊÃÌi`ÊÊÌ iÊ"ÃÊ-ÌVÊ ÝV >}iÊ"- ®ÊÕ`iÀÊÌ iÊÌViÀÊº
ä£»°
The bond is a ﬁxed 5-year bullet loan, is unsecured and has an annual coupon of 10 %. The company is not holding any own bonds
per year-end 2007.
ÀÃÊ/ÌÃ>Ê-Êº ÀÜi}>Ê/ÀÕÃÌii»®ÊÃÊÀi«ÀiÃiÌ}ÊÌ iÊÛ>ÀÕÃÊL`Ê `iÀÃ°Ê
Late November 2005 Norse Energy swapped NOK 250 million into USD 37.5 million at exchange rate NOK/USD 6.665 at a
5-year ﬁxed rate of 10.89 %. Norse Energy will receive 10 % on NOK 250 million annually from Nordea until maturity in July
2010. Norse Energy is obliged to pay Nordea 10.89 % on USD 37.5 million biannually until maturity in July 2010. The transaction
required a USD 2.5 million deposit (ﬁxed until maturity) and any upward movement NOK/USD and/or LIBOR rates will trigger
extra margin calls. A fall in USD/NOK and/or LIBOR rates will relieve the company of less margin calls. Per December 31, 2007, the
deposit totaled USD 3.0 million.
The swap transaction is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt and loss. Per year-end
2007 the fair value of the currency swap was USD 8.8 million compared to USD 1.7 million per year end 2006, resulting in an impact on the income statement for the year of ~USD 7 million. The value of the currency swap reduces the carrying value of the bond
loan.
The company has also swapped the remaining NOK 50 million of the bond loan to USD at exchange rate NOK/USD 6.671 at a
ﬂoating interest.
The main covenants for the bond loan are as follows:
UÊ ÊiµÕÌÞÊvÊÕÊ1- ÊxäÊÊÊÌ iÊ«>ÀiÌÊV«>Þ°Ê
UÊ 7Ì Ê>ÊV>i`>ÀÊÞi>ÀÊvÀÊÜ iÊÌ iÊ>ÊÜ>ÃÊÃÃÕi`]Ê ÀÃiÊV>ÌÊ>iÊ>ÞÊ`Û`i`Ê«>ÞiÌÃÆÊÃ >ÀiÃÊÀi«ÕÀV >ÃiÃ]ÊÀÊ>iÊÊ
any other distributions that constitutes more than 50% of net proﬁts after taxes.
UÊ /Ì>ÊiµÕÌÞÊÃ >ÊVÃÌÌÕÌiÊ>ÌÊi>ÃÌÊÎä¯ÊvÊº >«Ì>Êi«Þi`»ÊÊÌ iÊ«>ÀiÌÊV«>Þ°Êº >«Ì>Êi«Þi`»ÊÃÊ`iwi`Ê>ÃÊ ÀÃiÊ
Energy’s total equity plus interest bearing debt, including ﬁnancial instruments that have the commercial effect of borrowing,
including guarantees and leasing commitments.
The interest from this loan amounted to ~NOK 33 million in 2007.
USD 75 million bond loan
On July 13, 2006 the company issued 50 000 bonds at a nominal value of USD 1 000 per bond for a total of USD 50 million and
on November 30, 2006 another 25 000 bonds was issued at a nominal value of USD 1 000 per bond, bringing the total bond loan
ÌÊ1- ÊÇxÊ°Ê/ iÊL`ÃÊ>ÌÕÀiÊÊÕÞÊ£{]ÊÓä££]Ê>`Ê>ÀiÊÃÌi`ÊÊ"- ÊÕ`iÀÊÌ iÊÌViÀÊV`iÊº
äÓ»°Ê/ iÊL`Ê>ÊÃÊ
unsecured and carries a ﬁxed interest rate of 6.5% p.a.
Each bond subscriber was allotted 1 000 warrants per bond free of charge. The warrants give the holder the right to subscribe for one
new share in the company at an exercise price of NOK 6.10 per share. The warrants are listed separately on OSE under the ticker
V`iÊº
»°
In accordance with NGAAP, the bond loan is booked net of the amortized transaction costs. These transaction costs will be amortized
over the loan period. As of December 31, 2007, the loan amounted to NOK 451 million.
The interest from this loan amounted to ~NOK 28 million in 2007.
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NOK 200 million bond loan
On June 29, 2007 the company raised NOK 100 million in a 3-year bond issue yielding 3 months NIBOR plus a margin of 4.25 %.
Another NOK 200 million can be drawn, and on August 14, 2007 the company raised another NOK 100 million under this facility
>ÌÊÌ iÊÃ>iÊÌiÀÃ°Ê/ iÊL`ÊÃÃÕiÊÃÊÕÃiVÕÀi`Ê>`ÊÌÊÃÊÃÌi`ÊÊÌ iÊÌiÀ>ÌÛiÊ `Ê>ÀiÌÊ ®Ê>ÃÊº, Ê ÀÃiÊ iÀ}ÞÊ À«°Ê
äÇÉ£äÊ »°
ÀÃÊ/ÌÃ>Ê-Êº ÀÜi}>Ê/ÀÕÃÌii»®ÊÃÊÀi«ÀiÃiÌ}ÊÌ iÊÛ>ÀÕÃÊL`Ê `iÀÃ°Ê
During November 2007, Norse Energy swapped the NOK 200 million into USD 36.7 million at average exchange rate NOK/USD
5.450 at a ﬂoating interest rate of 3 months LIBOR + a margin of 4.40 %. Norse Energy will receive 3 months NIBOR + 4.25 %
quarterly from Nordea until maturity in July 2010. Norse Energy is obliged to pay Nordea 3 months LIBOR + 4.40 % quarterly
until maturity in July 2010. The transaction required a USD 0.9 million deposit (ﬁxed until maturity) and any upward movement
NOK/USD and/or LIBOR rates will trigger extra margin calls. A fall in USD/NOK and/or LIBOR rates will relieve the company of
less margin calls. Per December 31, 2007, the deposit totaled USD 0.9 million.
The swap transaction is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt and loss. Per year-end
2007 the fair value of the currency swap was USD 0.2 million. The value of the currency swap reduces the carrying value of the bond
loan.
The main covenants for the bond loan are the same as the NOK 300 million bond loan.
The interest from this loan amounted to ~NOK 9 million in 2007.

;<A2 #

Loss on derivatives and impairment of subsidiary
The company is utilizing various ﬁnancial instruments to hedge against ﬁnancial market risks. For a discussion on ﬁnancial market
and business risks, refer to note 22 in the consolidated ﬁnancial statements.
In addition to these derivatives, the company has also entered into a currency swap for the bond loan in 2005, swapping the loan
from NOK to USD. However, the effect of the currency swap has been presented as part of the currency gain/loss for the year as it is
directly linked to the gain or loss that derives from the bond loan.
(Amounts in NOK 1 000)

Oil put option
Revus forward contract
Total loss on derivatives

2007

2006

2005

7 114

11 265

2 249

0

12 845

0

7 114

24 110

2 249

The Revus forward contract was settled in the beginning of 2007 and resulted in a net gain for the year of NOK 44.1 million which
>ÃÊLiiÊV>ÃÃwi`ÊÜÌ Êº"Ì iÀÊw>V>ÊVi»°
The impairment of subsidiary in 2007 of NOK 198 million is related to Norse Energy’s investment in Naftex (NOK 189 million)
and receivable on Naftex (NOK 9 million) This impairment came as a result of a corporate restructuring that occurred during 2007
where the Coplex ownership was sold from Naftex to the parent company. Following this impairment charge, the investment in and
receivable on Naftex is booked at NOK 0.
Refer to note 11 in the consolidated ﬁnancial statements for details on the derivatives above.

.;;B.9 ?2=<?A $
7 8 No t e s t o Pa r e n t C o m p a n y Fi n a n c i a l S t a t e m e n t s

A 107

;<A2 $

Tax
(Amounts in NOK 1 000)

Speciﬁcation of the year’s income tax expense:
2007

2006

2005

Tax payable

0

0

0

Change in deferred tax

0

0

0

Total Income tax

0

0

0

2007

2006

2005

-252 727

-86 287

6 442

+ Effect of permanent differences

154 921

7 965

-16 058

+ Effect of temporary differences

97 806

78 322

9 616

0

0

0

2007

2006

104

114

56 240

25 315

-726

-516

Loss carried forward

-939 339

-810 828

Basis for calculating deferred tax asset

-883 721

-785 915

Calculated deferred tax asset (28%)

247 442

220 056

Deferred tax asset allowance

247 442

220 056

0

0

Speciﬁcation of the basis for tax payable:

Net proﬁt/(-) loss for the year before tax

Basis for tax payable

Speciﬁcation of the deferred tax:

Furnitures, ﬁxtures and ofﬁce equipment
Financial instruments
Pensions and other accruals

Deferred tax asset, recognized in Balance Sheet

The tax loss carried forward has an unlimited time limit. The company is not recognizing any deferred tax asset due to uncertainty of
whether any of the tax loss carry forwards can be utilized.
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Investment in subsidiaries
Holdings in subsidiaries consist of the following:
(Amounts in NOK 1 000)
Holding and
voting rights

Company

Book value

Naftex Energy Corporation

100 %

0

Norse Energy AS

100 %

100

99 %

286 707

Norse Energy Corp. USA

100 %

234 218

Coplex Petroleo do Brasil Ltda.

0.01%

4

Norse Energy do Brasil S.A.

Total

521 029

Naftex is headquartered in Vancouver, Canada. Per year-end, Naftex sold its operations in Brazil to Norse Energy Corp. ASA. The
headquarters of Norse Energy do Brasil and Coplex Petroleo do Brasil are in Rio de Janeiro. Norse Energy Corp. USA is headquartered in Houston, Texas.

;<A2 &

Cash and cash equivalents
Per December 31, 2007, NOK 21 million is restricted cash related to the currency swap on the NOK 300 million and NOK 200
million bond loans, and another NOK 0.6 million of the cash accounted for in the balance sheet is restricted for tax deductions
related to wages.
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Shareholders equity and shareholder information
Nominal share capital in the parent company at December 31, 2007 amounted to NOK 310 344 786, consisting of 352 664 530
shares at a par value of NOK 0.88.
The table below shows the changes in equity in the Company during 2006 and 2007:
(Amounts in NOK 1 000)
Share
premium
reserve

Treasury
shares

282 185

535 762

0

6 442

824 389

0

0

-92

92

0

28 160

96 640

0

0

124 800

Share issue costs

0

-5 415

0

0

-5 415

Employee stock options

0

0

0

508

508

Net proﬁt/(-) loss for the year

0

0

0

-86 287

-86 287

Equity at December 31, 2006

310 345

626 987

-92

-79 245

857 995

Equity at January 1, 2007

310 345

626 987

-92

-79 245

857 995

Employee stock options

0

0

0

589

589

Net proﬁt/(-) loss for the year

0

-252 727

0

0

-252 727

Transfer from share premiun reserva to cover loss

0

-78 656

0

78 656

0

310 345

295 604

-92

0

605 857

Share
capital
Equity at January 1, 2006
Reclassiﬁcation of treasury shares from other equity
Private placement

Equity at December 31, 2007

Other
equity

Total

Treasury shares
The company currently holds 104 605 treasury shares as of December 31, 2007, with a nominal value of NOK 92 052.
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Ownership structure
The company had 4 149 shareholders per December 31, 2007. The twenty largest shareholders per year-end were:

Shareholder

Number of shares

Holding in %

1

CAMILLO ENERGY AS

46 907 233

13,3 %

2

BANK OF NEW YORK, BRUSSELS BRANCH

29 955 872

8,5 %

3

CAMILLO TRADING AS

14 282 832

4,0 %

4

UBS AG, LONDON BRANCH

12 678 300

3,6 %

5

SOLODDEN AS

10 333 894

2,9 %

6

VIKSUND AS

9 593 000

2,7 %

7

DITLEF HVALSTAD BJÅMER

5 250 000

1,5 %

8

KAJUKA AS

5 200 000

1,5 %

9

TYRHOLM & FARSTAD A/S

5 029 616

1,4 %

10

SVERRE ANDREAS FARSTAD

5 000 000

1,4 %

11

DEUTSCHE BANK AG LONDON

4 460 664

1,3 %

12

JAN HENRY FARSTAD

4 107 616

1,2 %

13

DNB NOR SMB

3 484 000

1,0 %

14

BARCLAYS BANK PLC

3 117 255

0,9 %

15

JPMORGAN CHASE BANK

3 001 000

0,9 %

16

NESTOR SHIPPING AS

2 971 000

0,8 %

17

AXEL CAMILLO EITZEN

2 511 147

0,7 %

18

WESTCAP A/S

2 500 000

0,7 %

19

CATRE AS

2 480 011

0,7 %

20

MORGAN STANLEY & CO. INC.

2 474 223

0,7 %

TOP 20 SHAREHOLDERS

175 337 663

49,7 %

OTHER SHAREHOLDERS

177 326 867

50,3 %

TOTAL SHARES

352 664 530

100,0 %

Shares owned by executive ofﬁcers and directors per December 31, 2007:

Shareholder

Position

# of shares

% of total

AXEL C. EITZEN

Former Chairman of the board, Norse Energy Corp. ASA

66 681 364

18,91 %

ØIVIND RISBERG

Director and Chief Executive Ofﬁcer, Norse Energy Corp. ASA

23 926 894

6,78 %

HEGE KIRKEDAM

Chief Financial Ofﬁcer, Norse Energy Corp. USA

566 606

0,16 %

ANDERS KAPSTAD

Chief Financial Ofﬁcer, Norse Energy Corp. ASA

206 000

0,06 %

MARK WILLIAMS

President, MidAmerican Natural Resources

126 491

0,04 %

JOEY S. HORN

Director, Norse Energy Corp. ASA

100 000

0,03 %

CARL PETER BERG

Chief Financial Ofﬁcer, Norse Energy do Brazil

40 000

0,01 %

H.M. STRØMMEVOLD

Technical advisor, Norse Energy Corp. ASA

34 000

0,01 %
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Shareholder distribution per December 31, 2007:

Amount of shares
1 - 1 000
1 001 - 5 000
5 001 - 10 000
10 001 - 100 000
100 001 - 1 000 000
1 000 001 +
TOTAL

# of shareholders

% of total

# shares

Holding in %

407

9,8 %

203 821

0,1 %

1 210

29,2 %

3 456 310

1,0 %

778

18,8 %

6 447 581

1,8 %

1 440

34,7 %

52 233 812

14,8 %

265

6,4 %

71 373 363

20,2 %

49

1,2 %

218 949 643

62,1 %

4 149

100,0 %

352 664 530

100,0 %

See note 12 to the consolidated ﬁnancial statements for the company’s option scheme and granted options.
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Guarantee liabilities
Norse Energy has provided a performance guarantee to the Brazilian petroleum directorate ANP, in terms of which the company is
liable for the commitments for Coral, Estrela do Mar, Cavalo Marinho, BCAM-40, BM-CAL 5 & 6, BT-REC 22 & 30 and Sardinha
licenses in accordance with the given concessions for the licenses. The guarantee is unlimited.
The parent company has provided guarantee letters for certain loans that its subsidiaries have in Brazil, totaling USD 21 million. The
parent company has also provided guarantee letters on behalf of the subsidiary Mid American Natural Resources totaling USD 0.6
million.
See also further details about ﬁnancial and market risk in note 22 to the consolidated ﬁnancial statements.
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Related parties
The parent company leases ofﬁces spaces from Eitzen Holding AS – a company controlled by Axel C. Eitzen, the largest shareholder
and former chairman of the Board of Norse Energy. For 2007 the company was invoiced NOK 510 592 in lease expenses, and per
year-end no outstanding liabilities were recorded.
In early 2007, the company received 200 000 shares in Biofuel Energy ASA as payment for services rendered. The chairman of the
Board in Norse Energy, Petter Mannsverk Andresen, is also the CEO of Biofuel Energy ASA.

;<A2 

Financial market risk and business risk
See details in note 22 in the consolidated ﬁnancial statements.
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Subsequent events
Change in shareholder composition
In January 2008, the company’s majority shareholder, Axel C. Eitzen, and afﬁliated companies of Mr. Eitzen sold all shares in Norse
Energy. For further details on this, refer to discussion in the Director’s Report.
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Norwegian listed companies are obliged to follow the
principles set forth in The Norwegian Code of Practice for
corporate governance. Norse Energy seeks to comply with all
the requirements covered in the code. For a more in depth
corporate governance report, reference is made to our website
www.norseenergy.com.
1 Implementation and reporting on corporate governance
Norse Energy acknowledges that successful value-added business is profoundly dependent upon transparency and internal
and external conﬁdence and trust. Norse Energy believes that
this is achieved by building a solid reputation based on our
ﬁnancial performance, our values and by fulﬁlling our promises. Thus, good corporate governance combined with Norse
Energy’s Code of Conduct is an invaluable tool in helping the
board to ensure that we properly discharge our duty.
Corporate Governance in Norse Energy
The board will strive to work as an active and dynamic forum,
acting in the best interest of Norse Energy and its beneﬁciaries. The board is headed by the chairman of the board. The
responsibility of the chairman is to lead the work of the board,
and to ensure that this is in accordance with Norwegian law
and the corporate governance directives. The Norwegian Code
of Practice for corporate governance as of December 4, 2007
comprises 15 points as taken into account below.
2 Business Idea and Vision and Articles of Association
Norse Energy is the result of a merger of NaturGass (USA)
AS, a Norwegian private company and Northern Oil ASA, a
Norwegian publicly traded entity, whose shares were listed on
the Oslo Stock Exchange. Norse Energy Corp was listed on the
OSE on July 13, 2005.
The company’s business is deﬁned in the Articles of AssociaÌÊÅÓÊÜ V ÊÃÌ>ÌiÃÆÊº/ iÊV«>Þ½ÃÊÃÌÀ>Ìi}ÞÊÃÊÌÊLÕ`Ê>Ê
technically driven exploration & production organization in
USA and Brazil. The company’s business shall comprise investments in other enterprises of any kind through contribution of
equity, loan or guarantees and also exploration and production
vÊÊ>ÌÕÀ>Ê}>ÃÊ>`ÊÌ iÀÊiiÀ}ÞÊvÀÃ»°
The company’s activities are divided into four segments:
UÊ Exploration and Production of oil and gas in Brazil
Norse Energy participates in multiple oil and gas exploration
and production licenses primarily located in the Santos basin
and in the Camamu-Almada Basin offshore Brazil. One of
these ﬁelds, Coral, has been in production since March
2003, while the Manati gas ﬁeld commenced production in
January 2007.

gathering and transmission pipelines located in western and
central New York and north-western Pennsylvania. The lines
have outlets into major interstate pipelines, as well as to local
end users.
UÊ Energy Marketing Division in the US
The EM division is made up of Mid American Natural
Resources, L.L.., an established energy marketing and
trading ﬁrm in the Appalachian region.
3 Equity & Dividend Policy
The company’s book equity at December 31, 2007 was USD
83.4 million representing an equity ratio of 19 %. The stock
price closed at the end of the year at NOK 4.56.
Norse Energy’s board of Directors will ensure that the company at all times has an equity capital at a level appropriate to
its objectives, strategy and risk proﬁle. The oil and gas E&P
business is highly capital dependent, requiring Norse Energy to
be sufﬁciently capitalized.
Norse Energy’s objectives are to create lasting values and provide competitive returns to its shareholders through proﬁtability and growth. Dividends should arise in line with the growth
in the company’s results while at the same time recognizing the
need for ﬁnancial preparedness for cyclical market movements,
as well as opportunities for adding value through new proﬁtable investments.
The 2007 General Meeting authorized the Board to increase
the share capital up to NOK 146 372 393.20 and to acquire
32 266 453 of the company’s own shares. The mandate was
not restricted to deﬁned purposes, as recommended by the
Code, and is valid until the next Annual General Meeting.
None of the mentioned authorizations has been exercised during the authorization period.
4 Equal Treatment of Shareholders and Close Associates
Norse Energy has one class of shares representing one vote at
the Annual General Meeting (AGM). The articles of association contain no restriction regarding the rights to vote. Board
members, management and close associates must clear transactions prior to purchase of shares in the company.
As mentioned in chapter 3, the 2007 General Meeting gave the
Board authority to increase the company’s share capital. According to the resolution, the existing shareholder’s preferential
rights to subscription of shares will be set aside.

UÊ Exploration and Production of natural gas in the US
The US E&P division is located in the northern Appalachian
Basin with headquarter ofﬁces in Buffalo, New York, and
several ﬁeld ofﬁces.

5 Freely Negotiable Shares
The Norse Energy Corp. ASA share is listed on The Oslo
Stock Exchange. There are no restrictions on negotiability in
Norse Energy’s Articles of association. Hence Norse Energy’s
shares are freely negotiable, and thus no restrictions on buying
or selling the shares in Norway, others than those required by
Norwegian legislation.

UÊ Gathering & Transmission (pipeline system) in the US
The company owns and operates approximately 550 miles of

6 General Meetings
The annual general meeting is the company’s highest body.
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Norse Energy’s articles of association and The Norwegian
Public Limited Liability companies Act stipulate the role and
mandate of the AGM.

interests of Norse Energy and its shareholders (particularly
with respect to expertise, experience, social skills, and independence, ﬂexibility and time capacity).

Norse Energy’s Annual General Meeting will be held by the
end of June each year. An invitation and agenda (including
proxy) will be sent out two weeks prior to the meeting to all
shareholders in the company. The invitation is also distributed
as a stock exchange notiﬁcation and posted on the web site
three weeks prior to the meeting. Present at the AGM is the
Chairman of the board and the CEO. After the meeting the
Minutes are released on our website www.norseenergy.com.
Shareholders who are unable to attend in person are encouraged to participate by Power of Attorney. Dividend, remuneration to the board and the election of the Auditor, will be
decided at the AGM. Separate directions for a calling notice
for the AGM have been established.

The Board needs to be able to work as a forum in the best
interest of Norse Energy and its shareholders.

In accordance with Norwegian law, an auditor or a shareholder representing at least 5 % of the share capital may request an
extraordinary general meeting to discuss a particular matter.
The board must ensure that the meeting is held within a
month of the request being submitted.
7 Nomination Committee
Norse Energy has for the time being no Nomination Committee. Due to the structure of the Company, the company
has not found a need to establish an independent nomination
committee. The board will appoint a nomination committee as a sub-committee of the board on an ad hoc basis if
required.
8 Board of Directors: Composition and Independence
The composition of the Board of Directors ensures that the
board can represent the common interests of all shareholders. Norse Energy’s Board of Directors has ﬁve members; two
females and three males as required in Norway. The CEO
of the company is a Board member and is also a signiﬁcant
shareholder in the company.
In the opinion of the company, it is in the best interest of the
company that the CEO is represented on the Board of Directors. This ensures the necessary ties and co-operation between
the Board and management.
The Chairman of the Board was unanimously elected by the
Board members after the resignation of the former Chairman
in 2007. The company has not experienced a need for a permanent deputy Chairman. If the Chairman cannot participate
in the BOD meetings, the Board will elect a deputy Chairman
on an ad hoc basis. The Board has established a compensation
committee and an audit committee.
The company’s website and annual report provides detailed
information about the Board members expertise and capacities.
The Board is aware of the need for diversiﬁcation in its
members, in order to add value and to best serve the common
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The Board has an audit committee comprising of Petter
Mannsverk Andresen, Joey Horn and Anders Kapstad (CFO).
The Board emphasizes that the independant Board members
have the majority in the committee. Furthermore, the Board
has appointed a compensation committee, comprising of Petter Mannsverk Andresen, Jon-Aksel Torgersen and Lise Heien
Langaard. The members are independant of the executive
management.
9 The Work of the Board of Directors
The Board has ensured that the activities in Norse Energy
are soundly organized. This includes drawing up plans and
budgets for the activities of the company, keeping itself informed of the company’s ﬁnancial position and ensuring that
its activities, accounts and asset management are subject to
adequate control.
An annual schedule for Board meetings is prepared and discussed together with a yearly plan for the work of the Board.
The Board of Directors has the overall responsibility for the
management and supervision of the activities in general.
The Board decides the strategy of the company and has the
ﬁnal say in new projects and/or investments. The Chairman
of the Board ensures that the Board’s duties are undertaken
in efﬁcient and correct manner. The CEO is responsible for
the company’s daily operations and ensuring that all necessary information is presented to the Board. The Board shall
stay informed of the company’s ﬁnancial position and ensure
adequate control of activities, accounts and asset management. The Board members experience and skills are crucial to
the company both from a ﬁnancial as well as an operational
perspective.
10 Risk management and internal control
Financial and internal control as well as short- and long-term
strategic planning, and business development, all according
to the Norse Energy business idea and vision and applicable
laws and regulations, are the BOD’s responsibilities and the
essence of our work. Hence we must focus on ensuring proper
ﬁnancial and internal control, including risk control systems.
The Board approves the company’s strategy and level of
acceptable risk which is documented in the guiding tool
º>V>Ê,ÃÊ>>}iiÌ»°
The company’s primary products, crude oil and natural gas,
are exposed to continuous price ﬂuctuations. Furthermore,
the development of oil and gas ﬁelds in which the company
is involved is associated with signiﬁcant technical risk. Such
operations might occasionally lead to cost overruns and
production disruptions, as well as delays compared with the
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plans laid out by the operators of these ﬁelds. To mitigate such
ﬁnancial risks, the company has entered into several ﬁnancial
derivative transactions such as hedging of natural gas production, purchase of currency swaps (partially with ﬁxed interest)
and purchase of oil put options.
For further details on the use of ﬁnancial instruments, refer to
note 11 in the consolidated ﬁnancial statements and the com«>Þ½ÃÊ}Õ`}ÊÌÊº>V>Ê,ÃÊ>>}iiÌ»Ê`iÃVÀLi`ÊÊ
note 22 in the consolidated ﬁnancial statements.
11 Remuneration of the Board of Directors
The remuneration of the Board of Directors will be decided
at the AGM each year. The Board members currently receive
remuneration for their work according to the following rates
per year:
Board chair:
NOK 350 000
Board member: NOK 300 000
The CEO does not receive any remuneration for being a Board
member.
12 Remuneration of Executives
Norse Energy has appointed a Compensation Committee
which meets regularly. The objective of the committee is to
determine the compensation structure and levels of the company’s CEO.
Wages to and other remuneration of other members of management shall be decided by the administration. The principles
of remuneration shall be based on relevant directions approved
by the Board. Remuneration to the CEO shall be at market
terms and decided by the Board and made ofﬁcial at the AGM
every year. Awarded options must be approved at the AGM.
The Annual Report shall state the management’s regular wages,
payment in kind, bonus schemes, option agreements, pension
schemes and redundancy pay.
Detailed information about options and remuneration for
executives and board members is provided in the annual report
and on the company’s web site as well as notiﬁcations to the
Oslo Stock Exchange.
13 Information and Communication
Norse Energy’s information policy is based on transparency
and on providing the shareholders, investors and ﬁnancial
market with correct and timely information, in a way that
safeguards the principle of equal treatment of all shareholders,
and satisﬁes the regulations and practice applicable to listed
companies. Norse Energy’s key communication objectives are
visibility, transparency and openness, and the company will
achieve these objectives through precise, relevant, timely and
consistent information. Norse Energy co-ordinates its external
and internal communication activities to ensure that the
company is presented in a clear and consistent manner, and
that the company’s brand and reputation is managed properly.
All sensitive information will be controlled and disclosed in
compliance with statutory laws and the relevant stock exchange
rules and regulations. Primary insiders can only trade in the
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company’s shares eight weeks after the quarterly results are
published.
Norse Energy gives four Quarterly presentations a year to
shareholders, potential investors and analysts, in addition to
presentations at conferences in and out of Norway.
UÊ ÀÃiÊ iÀ}Þ½ÃÊÜiLÃÌi]ÊÜÜÜ°ÀÃiiiÀ}Þ°VÊVÌ>ÃÊÊ Ê
comprehensive information regarding the company, its
activity and contact information, and is updated on a regular
basis. In addition all presentation materials are available on
the website.
UÊ ÀÃiÊ iÀ}ÞÊ`ÃÌÀLÕÌiÃÊ>ÊÃiÃÌÛiÊ«ÀiÃÃÊÀii>ÃiÃÊ>ÃÊÜiÊ>ÃÊÊ
all reports through Hugin Connector and Oslo Stock
Exchange.
UÊ ÀÃiÊ iÀ}ÞÊ«ÕLÃ iÃÊ>Ê>Õ>Êw>V>ÊV>i`>ÀÊÜ V ÊÊÊ
can be consulted on the Oslo Stock Exchange website,
through news agencies and on the company’s website.
14 Takeovers
As of today the Board of Directors does not hold any authorizations as set forth in Section 4-17 of the Securities Trading Act, to effectuate defense measures of a takeover bid if
launched on Norse Energy Corp. ASA.
The Board may be authorized by the General Meeting to acquire its own shares, but will not be able to utilize this in order
to obstruct a takeover bid, unless approved by the General
Meeting following the announcement for a takeover bid.
15 Auditor
The Auditor will be appointed at the Annual General Meeting
every year. Ernst & Young AS has previously been appointed.
Norse Energy has appointed an Audit Committee (AC), which
will meet with the auditor regularly. The objective of the
committee is to focus on internal control, independance of the
auditor, risk management and the company’s ﬁnancial standing, including the quarterly and annual ﬁnancial statements.
The Auditor will send a complete Management Letter/Report
to the Board – which is a summary report with comments
from the auditors including suggestions of any improvements
if needed. This is an important tool for the Board in order to
get a better overview and fulﬁl the control duties. The auditor
is also present in at least one board meeting each year.
In addition, the Board should receive an annual written conﬁrmation from the Auditor stating that the Auditor continues to
satisfy the requirements for independence. The auditor should
provide the Board with a summary of all services that have
been undertaken for the company, in addition to the audit work.
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Deﬁnitions and Abbreviations
Bbl
Bcf
Bcm
BOE
Btu
Dth
Mcf
MMcf
MMBOE
MMBtu

One barrel of oil, equal to 42 US gallons or 159 liters
Billion cubic feet
Billion cubic meters
Barrel of oil equivalent
British Thermal Units, the energy content needed to heat one pint of water by one degree Fahrenheit
Decatherm, the approximate energy equivalent of burning 100 cubic feet of natural gas
Thousand cubic feet
Million cubic feet
Million barrels of oil equivalents
Million British thermal units

Conversion Factors

Natural gas and LNG

To
billion
cubic
metres NG

billion
cubic
feet NG

From

1 billion cubic metres NG

million
tonnes
oil
equivalent

million
tonnes
LNG

trillion
British
thermal
units

million
barrels
oil
equivalent

Multiply by

1,00

35,30

0,90

0,73

36,00

6,29

1 billion cubic feet NG

0,028

1,00

0,026

0,021

1,03

0,18

1 million tonnes oil equivalent

1,111

39,20

1,00

0,805

40,40

7,33

1,38

48,70

1,23

1,00

52,00

8,68

1 trillion British thermal units

0,028

0,98

0,025

0,02

1,00

0,17

1 million barrels oil equivalent

0,16

5,61

0,14

0,12

5,80

1,00

1 million tonnes LNG
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Norse Energy Corp. ASA
Strandveien 50
PO Box 262
1326 Lysaker
Norway

Norse Energy Corp. USA
2500 Tanglewilde
Suite 250
Houston Texas 77063
USA

Norse Energy do Brasil Ltda.
Praia de Botafogo No 228, Sala 801
Rio de Janeiro - RJ-Brasil
Brazil
CEP 22250-906

Tel. +47 67 51 61 10
Fax. +47 67 51 61 11

Tel. +1 713 975 1900
Fax. +1 713 975 0221

Tel. +55 21 3078 7475
Fax. +55 21 2553 7475

Photos
Frontpage: Almir Bindilatti/Petrobras
Page 9: Mieko Mahi/EnergyImages
Pages 13, 64, 84, 89, 91, 94: Jim Olive/Stockyard
Pages 2, 18: Trond Isaksen
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Camamu-Almada Basin – Offshore
s 10% interest Manati gas ﬁeld, pipeline, gas plant and production platform
s 10% interest BCAM-40 block
s 18.3% interest BM-CAL 5 block (farmed-out in April 2009)
s 18.3% interest BM-CAL 6 block
s 20% interest Sardinha ﬁeld
Santos Basin – Offshore
s 35% interest Coral ﬁeld
s 65% interest Estrela-do-Mar ﬁeld
s 50% interest Cavalo Marinho ﬁeld
s 50% interest S-M-1035, S-M-1037 and S-M-1100 blocks (as operator)
Recôncavo Basin – Onshore part of Camamu-Almada Basin
s 30% interest BT-REC-30 block

. @ @2 A @ 6 ; B @ .
s In excess of 100 operated gas wells in Appalachia, plus participation in another 30 wells as a partner
s 175 000 gross leased acres
s 350 miles of gas gathering and transmission lines, including
– One 320–mile producer gas gathering system
– A 26-mile pipeline leased until 2020 to a municipal utilities facility
s 18% interest in an E&P company having exploration rights over 100 000 acres and several hundred miles of seismic data

Group oil and gas production (boed)

Reserves by geography (MMBOE)
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2007
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Norse Energy Corp. ASA, through its subsidiaries, is engaged in oil and natural gas exploration and production with
operations in the US and Brazil. In addition to its E&P assets, Norse Energy owns and operates pipeline systems in the
northern Appalachian Basin of the US for gathering and transmission of natural gas, and provides energy marketing
services to Appalachian end users and producers. The company is a Norwegian publicly traded company, listed on the
Oslo Stock Exchange under the ticker symbol NEC.
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NEC share price development (NOK/share)

before corporate overhead and eliminations
10.00

60 000

9.00
50 000

8.00
7.00

40 000

6.00
5.00

30 000

4.00
20 000

3.00
2.00

10 000

1.0
0
2006
Brazil

.;;B.9 ?2=<?A %
ii

2007

0
Jan. 08

2008

USA

Apr. 08
OSBX

A 130

Jul. 08
NEC

Oct. 08

   % 56 4 5 9 64 5A@
$ 
/<2QNf

##

Average production – a new record

Certiﬁed 2P reserves
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Certiﬁed 2C contingent resources – an 860% increase
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EBITDA – a record high
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Sales price of US Medina ﬁeld assets

"

US production at the end of the year, replacing the production sold earlier in the year
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Number of wells drilled in the US

Manati gas wells producing throughout the entire year

Secured in revolving credit facility
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2008

2007

Revenues (USD million)

334.5

214.7

EBITDA (USD million)

41.2

26.8

EBIT (USD million)

-1.4

-28.3

Production (BOE/day)

-10.5

-28.7

Stock Price per 12/31 (NOK)

Net proﬁt/loss (USD million)
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2P Reserves (MMBOE)
2C Contingent resources (MMBOE)

2008

2007

43.77

48.12

376.71

39.26

4,840

4,082

3.54

4.56
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Dear shareholders,
In 2008 we invested about USD 100 million in exploration
and development activities in our US and Brazilian business.
We closed the year with the highest production in the history
of the company, record high generation of resources, Schlumberger certiﬁed 2C of 2 Tcf (346 MMBOE) in the US and
in Brazil Gaffney Cline & Associates certiﬁed 2C of 30.50
MMBOE, and a solid USD 41 million EBITDA.
Even with this success, we acknowledge that 2008 is more likely to be remembered for the global ﬁnancial turmoil and the
collapse in commodity prices towards the end of the year. As a
result, our shareholders experienced high volatility, with share
values declining signiﬁcantly from an all-time-high in a matter
of months. Market volatility and the credit crunch will pose
challenges also in 2009 and possibly for the years to come.
Our focus need to remain on the value drivers we can inﬂuence, such as converting resources to reserves and optimizing
ﬁnancial ﬂexibility. We believe the 21st century will be the age
of natural gas and have transformed our company’s activities
accordingly, especially in the US. We are now a natural gas
producer in both Brazil and the US, with long lived reserves
and large resource bases in both regions.
Our production growth, due to the success of the Herkimer
play, is anticipated to more than double in 2009, in addition
to working on converting our 2 Tcf contingent resources into
reserves. Growing our business will be challenged by our ﬁnancial ﬂexibility and the ability to build a larger organization.
In Brazil, our aim is to continue the ongoing structural
processes and continue to develop our 100+ MMBOE BS-3
integrated Santos project. Our 2008 offshore drilling program
commenced at a time with high drilling costs, in addition to a
non-functioning equity market, this resulted in ﬁnancial challenges for the company.
Net of asset sales, which are integral to our strategy, we have
invested USD 166 million over the past four years as a public
company. Let us look at what we have accomplished:

Production (BOE)

1

Reserves 2P (MMBOE)
Resources (MMBOE)
EBITDA (USD million)

2004

2008

740,824

1,766,600

14

44

-

376

0.7

41.2

s 2EPLACED DIVESTED PRODUCTION AND REACHED   -CFDAY
by the end of December 2008
s $RILLED  WELLS OF WHICH  HORIZONTAL MAKING US THE
most active horizontal driller in New York State
s )NCREASED LAND POSITION TO   ACRES
s #ONTINUED TO BUILD ON OUR GEOLOGICAL CONlDENCE IN THE
Herkimer formation, which we believe could yield some 500
Bcf (90 MM-BOE) of natural gas
s %STABLISHED .ORSE %NERGY AS A h IN  PLAYv WITH OUR -AR
cellus, Utica shale in addition to the Herkimer formation all
present on large portions of our acreage
s 3CHLUMBERGER CERTIlED 0 RESERVES OF  --"/% AND #
contingent resources of 346 MMBOE.
Our focus in 2008 has been on the Herkimer formation which
so far has exceeded expectations. Multiple wells are producing
more than 1,000 Mcf/day and we have seen wells producing
in the vicinity of 3,000 Mcf/day. This far exceeds our 2009
budgeted average of 300 Mcf/day for the 25 horizontal wells
we plan to drill this year. Our F&D cost is very competitive, at
around USD 1 per Mcf.
We have been tailoring our activity level to prioritize near-term
cash ﬂow with corresponding increase in funding availability
through reserve based lending. Our production guidance of
12,000 Mcf/day (2,100 BOE/day) towards the end of 2009
would represent a doubling of the volume from year-end 2008.

1 Production sales, net of retainage

Main highlights for the US operations in 2008;
s $IVESTED THE GAS PRODUCING -EDINA ASSETS   -CFDAY
for USD 67 million
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We have strengthened our organization and geosciences staff
and land position over the past years, and I am quite conﬁdent
that our US division will produce exciting results for our shareholders in the years to come. We are now streamlining

our operation into two ofﬁces in Pittsburgh and Buffalo. This
important step should provide for more cost efﬁcient operations and allow for a more dynamic work environment.
Main highlights for the Brazil operations in 2008;
s 4HE -ANATI GAS lELD PRODUCED FROM ALL SIX WELLS -ANATI HAS
a long term guaranteed sales contract from this ﬁeld containing more than 1 Tcf, of which Norse Energy owns 10%.
s 4HE #ORAL OIL lELD COMMENCED ABANDONMENT
s !CTIVE EXPLORATION PROGRAM
s "3  INTEGRATED 3ANTOS "ASIN lELD STUDIES CONDUCTED WITH
the help of a 3rd party engineering company.
In Brazil, we have been working on structural opportunities,
including an IPO attempt and multiple private placement and
divestiture processes, in order to strengthen the balance sheet
of the company and secure ﬁnancial ﬂexibility to develop our
Santos Basin assets. However, the sharp drop in oil prices,
weak equity markets and a generally weaker investment climate
made this a challenging process. Our active exploration program unfortunately has not yielded the commercial results we
hoped for, which negatively impacted our 2008 ﬁnancial statements. Following the recent farm-out of BM-CAL 5, we have
reduced our capital commitments and signiﬁcantly limited our
future exploration exposure.

Despite the lack of exploration success, I remain enthusiastic
about Brazil and the opportunities we have seen during our
short presence. Brazil is an underexplored energy region,
and the world class discoveries seen in 2008 may only be the
beginning. I see a great future for Brazil as an energy nation,
and I believe our position in the Santos Basin, especially our
development assets such as the 100+ MMBOE BS-3 project,
provides a major opportunity as an early entrant in this underexplored basin. I see multiple opportunities to develop small
to medium-sized ﬁelds in this basin which is a good ﬁt for our
company’s size and future strategy.
Looking forward, the main challenge will be access to capital
in light of the international credit crunch. However, we are
positioned in two of the most promising energy regions in the
world, offshore Brazil and onshore USA. Our entrepreneurial
and dynamic organization makes me optimistic that we can
timely execute on our numerous opportunities.
I wish you all the best for 2009 and the years to come. I would
also like to thank our Board members for their dedication
and signiﬁcant progress we have made together in 2008. I am
also very proud of all our employees both in US, Brazil and
Norway, who have worked under very challenging conditions
in 2008. The employees have responded with their dedication,
support, and caring for Norse Energy.

Best regards, and thanks for your support,

Øivind Risberg
Chief Executive Ofﬁcer
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Brazil Operations highlights
2008 was a volatile year with several important events for
Norse Energy in Brazil. The Manati gas ﬁeld increased and
stabilized the production. The facilities have been successfully
tested to be able to produce up to 7 MMm3/d, and average
production increased 78% compared to 2007, to a total of 5.7
MMm3/d (about 35,000 BOE/d to 100% of the ﬁeld). The
ﬁeld is producing according to expectations and the six wells
drilled so far are sufﬁcient to supply the existing gas contract.
The BCAM-40 license where Manati is located also received
IBAMA licenses in 2008 to drill three prospects, Cravo, Dende
and Canela. Cravo was spudded in early Q1 2009 and completed in early April 2009, but was not considered commercial.
In Santos the Coral ﬁeld produced above the expectations as a
result of using well number ﬁve for water injection. The water
injection in Coral made the ﬁeld produce on average 984
BOE/d in 2008, a 25% reduction from 2007. The unexpected
high production coupled with high oil prices during the year
generated good cash ﬂow. In December the water cut intensiﬁed and became too high to continue operations and it was decided to commence abandonment. The company expects that
there is still a signiﬁcant volume left in the reservoir, enough
to justify a redevelopment of the ﬁeld, in conjunction with a
development of the other ﬁelds in the area (BS-3 integrated).
The positive experience with the water injection has been very
important for the understanding of the reservoir quality and
the upsides by applying water injection as a drive mechanism
for the ﬁelds in the area. In 2008 Norse Energy concluded to
perform our own studies of the potential in the area independent of the operator. The studies resulted in substantial increase in the contingent resources in the area from 2 MMBOE
to 25 MMBOE (best estimate), later veriﬁed by the independent engineering Company Gaffney Cline. Furthermore the
base case for the development is to develop all ﬁelds in the
area simultaneously in order to reduce the opex and capex per
barrel. Norse Energy has shown in these studies the feasibility
of the technical solutions for tie back of all the Norse-ﬁelds in
the area to one common set of infrastructure. Break even rates
after tax indicates less than USD 50 /bbl required to make an
economical integrated development. This is based on Norse
Energy’s studies veriﬁed by Gaffney Cline.
In the recently acquired 50% ownership exploration blocks in
Santos, operated by Norse Energy, a contract to acquire 3D
seismic is agreed in principal with Petroleum Geo-Services
(PGS). Currently the consortium is evaluating the timing of
this activity. The blocks have two identiﬁed and well deﬁned
structures that are located in an area where Petrobras recently
did a new discovery.
CAMAMU-ALMADA BASIN
Manati project (10% interest)
The Manati gas ﬁeld has been online with all six wells for the
entire 2008. Average daily gas and condensate sales were 3,437
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Brazilian basins where
Norse Energy has assets

BOE/day compared to 1,908 BOE/day in 2007, an increase
of 80%. However, the ﬁeld did not attain its full production
capacity due to local gas market weakness observed in the 4Q
2008. Investments were made in order to connect the Manati
infrastructure to the pipeline to the northeastern market in
Brazil These investments were made in order to be positioned
for increased gas production in the future. In addition, the
consortium invested in a living quarter on the Manati production platform, mainly for safety reasons. Finally, the consortium continued its studies of the engineering project for the
compression system.
The company’s share of the Manati ﬁeld certiﬁed 2P reserves as
of December 31, 2008 is 16.65 MMBOE, down 2.5% from last
year. Reduced Manati reserves over the year reﬂect the produced
volumes and some redistribution of reserves between categories
reﬂecting effects of observed production performance. Further
these reserves are only committed reserves under the take and
pay contract. The company anticipates ultimate recoverable
reserves to exceed the current gas contract volume.
Work is in progress by the operator to review the geological
model of the Manati ﬁeld, including a possible northern extension of the ﬁeld. To drain this area a 7th well might be needed.
Manati reserves are currently based on the six wells and the
reserve estimate is based on the contracted volume to the gas
purchaser.

BCAM-40 exploration block (10% interest)
The BCAM-40 block consists of the Manati gas ﬁeld and more
than 530 square kilometers (130,000 acres) of exploration
acreage covering both shallow and deepwater areas. There are
three remaining exploration prospects in BCAM-40 Cravo,
Dendê and Canela. In addition there are several leads that may
be drilled given an extension of the license period.
In August 2007, the consortium received the environmental
license for the Gengibre well, the ﬁrst of four exploration
wells originally planned to be drilled within the BCAM-40
block. Presence of light oil was found, but the ﬁnds were not
deemed to be commercial. However, the Gengibre results have
conﬁrmed the existence of an active petroleum system in the
BCAM-40 block, with oil generation and migration capacity as
well as good quality reservoir rocks.
The environmental licenses for Cravo, Dendê and Canela were
issued late 2008. Cravo was spudded on January 6, 2009. The
prospect is located at 270 meters of water depth, only 18 km
northeast of the Manati production platform. The well reached
a total depth of about 4,000 meters, with the main objective in
the Sergi formation. In accordance with the operator’s obligations towards ANP, the operator on January 27, 2009, notiﬁed
the Brazilian Regulatory Agency (ANP) about hydrocarbon
indications on the Cravo prospect below 1 581 meters of
depth. The well was completed in early 2009 and the well was
logged and the logs showed that the Rio das Contas sandstone
reservoir had eight meters net thickness with gas, but the main
target in the Sergi sandstone was water bearing.
However, the Sergi reservoir had 50 meter sandstone with
good porosities. This is positive for the remaining prospects in
the BCAM-40 block, as reservoir quality was considered the
main risk factor for these deep water prospects. The well conﬁrmed a functioning petroleum-system in the area and that gas
had migrated to the prospect. The fact that the Sergi reservoir
was water-bearing indicates that the seal in the structure was
inefﬁcient. Consequently, the Cravo well will be plugged and
abandoned.
The company will recommend the consortium to study these
facts and the relevance for the remaining prospects in the
license before continuing the exploration campaign.
BM-CAL 5 and 6 (18% interest)
The BM-CAL 5 and 6 blocks are located offshore the Bahia
state south of BCAM-40 in waters ranging from 360 to 1400
meters. Three wells were planned in these two blocks; Copaíba
and Jequitibá in BM-CAL 5 and Peroba in BM-CAL 6. Drilling licenses for the wells were granted on April 4, 2008 (BMCAL 6) and April 15, 2008 (BM-CAL 5).
The Peroba prospect drilling was completed on June 23, 2008,
and the prospect was a dry well. The second prospect in the
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BM-CAL 6 block (Marﬁm) was contingent on the Peroba
results, and will not be drilled.
The Copaiba well was spudded on July 3, 2008, and drilling was
concluded on September 22, 2008. The well discovered two intervals with hydrocarbons and ﬂow tests were conducted in these
intervals. The results are being analyzed by the operator together
with other geological and geophysical data. It is too early to
conclude whether the discovery is commercial or not.
In the beginning of April 2009, the company accepted an offer
from Petrobras and Queiroz Galvão to take over the company’s
18.3% participating interest in the BM-CAL 5 block (the Copaiba discovery and the Jequitibá prospect). The company will
not receive any compensation, but the transfer of ownership
implies that the company will not carry any further drilling
costs in BM-CAL 5 where drilling of Jequitibá is planned to
commence shortly.
Sardinha Field (20% interest)
The Sardinha Field is located in the Camamu-Almada Basin,
50 kilometers south of the Manati gas ﬁeld and at 4 kilometers
distant to shore. Prior to the company’s purchase of its 20%
interest, the ﬁeld had been deﬁned by 11 exploration wells
supported with 2D and 3D seismic. Throughout the year,
economic feasibilities studies were conducted by the operator
to analyze optimal development of the ﬁeld. Proposals dis-
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cussed between the partners included the production of both
oil and gas and another for gas-only production. Currently,
the partners continue to evaluate conceptual solutions for a
development.
SANTOS BASIN
BS-3 Integrated Project
The company has deﬁned the BS-3 Integrated Project to
include the Cavalo Marinho (50% interest), Estrela-do-Mar
(65% interest), Coral re-development (35% interest), Caravela
(100% Petrobras) and a pipeline to shore.
During 2008, the company did a series of third party feasibility
studies, including the geological mapping and modeling of
the reservoirs, production modeling, conceptual engineering and risk analysis in the BS-3 project. The studies showed
signiﬁcant additional recoverable volumes and improved
economic robustness. The studies also show the feasibility for
an integrated development concept for the ﬁeld development,
including Estrela do Mar and a potential re-development of
Coral. The results of the studies have been veriﬁed by the 2008
GCA certiﬁcation, which resulted in a signiﬁcant increase to
the contingent resources. The best estimate for the company’s
contingent resources in the BS-3 Project thus increased with
more than 23 MMBOE, from 2 MMBOE to 25 MMBOE.
According to the GCA reserve report, estimated 2P reserves in
the BS-3 Project are 20 MMBOE.
The BS-3 area development concept recommended by Norse
to the partners consists of four ﬁelds developed in an integrated solution; Caravela (100% Petrobras owned), Cavalo
Marinho, Estrela-do-Mar, and a re-developed Coral ﬁeld, all
together resulting in a +100 million BOE project. In this scenario, the ﬁelds will have subsea well templates connected to a
joint FPSO, and the produced gas will be transported through
a pipeline to be built to shore.
The company’s goal is to ﬁnalize a feasible development plan
for the BS-3 Integrated Project in 2009.
Coral (35% interest)
The Coral ﬁeld, in Block BS-3, was one of the ﬁrst ﬁelds to
be developed in the Santos Basin. Norse Energy inherited its
original ownership in the ﬁeld from the merger with Northern
Oil in 2005. Commercial productivity of the Coral ﬁeld was
projected to terminate in early 2008 when an unsuccessful
workover in Coral #5 permanently stopped production from
this well. The ﬁeld production was then entirely concentrated
on the Coral #4, and the consortium decided to use Coral
#5 for water injection, aiming to boost the production ﬂow
on Coral #4 and gained valuable information for reservoir
characteristics on the other ﬁelds to be developed in the integrated BS-3 project. The water injection was very successful
and together with record high oil prices during part of 2008,
the ﬁeld’s lifetime was extended into Q4 before abandonment
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commenced. About 660,000 barrels of oil were produced
during 2008 (100%), in addition to the expected production
before water injection.
Average daily production in 2008 was 986 BOE/day net to
Norse interest compared to 1,323 BOE/day in 2007, a 25%
decrease.
S-M 1035, S-M 1037 and S-M 1100 (50% interest)
The company was the successful bidder on three offshore
blocks in the Santos Basin in the 9th Bid Round offered by the
ANP (National Agency of Petroleum). The company signed
the concession agreement with the regulatory agency on March
12, 2008, and is now ofﬁcially an offshore operator in Brazil.
The blocks are located adjacent to each other, about 100 kilometers northeast of the Coral ﬁeld, in about 200 meters of water depth with reservoir characteristics similar to the company’s
other assets in the area. These exploration blocks, which cover
an area of approximately 510 square kilometers, are anticipated
to hold signiﬁcant exploration potential.
During the period, Norse as operator of the consortium
developed the regular legal documentation for the three blocks,
including the JOA, yearly working plan and budget, approved
by the partner, as well as the regular reports and documents
and submitted to ANP. The initial technical work has been
based on the acquisition of 2D seismic data from Schlumberger, conﬁrming the existence of two signiﬁcant prospects in
these blocks: Jandaia and Sabia. The 2009 work plan for these
concessions includes a 3D survey and processing, in order to
gain a better understanding of the two prospects identiﬁed in
the area, the Sabia and Jandaia prospects, and deﬁne the best
location for potential wells. Such wells, if approved, are to be
drilled after 2011.

On January 6, 2009 Petrobras announced an important gas
discovery in the nearby BM-S-7 block which is only 40 km
from Norse Energy’s S-M-1036 block. This block has the same
geological play as Norse Energy’s Sabiá Prospect with the same
reservoir characteristics and depth.
US OPERATIONS
Overview
Since 1996, Norse Energy has concentrated its energy activities
in the northern Appalachian basin in New York and Pennsylvania. In 2008, our focus was on exploration and development of
the company’s extensive acreage position in central New York
in pursuit of natural gas production. The company currently
controls about 130,000 acres in central New York, of which
approximately 5,000 acres are owned by Norse where we also
receive the royalty. With recent leasing prices in excess of USD
2,000/acre in 2008, the company implemented a strategy of
purchasing the entire land area, including mineral rights, at
prices that were competitive with the cost of leasing.
Norse Energy also continued to expand its pipeline capacity to
better service its current drilling program and its established
acreage position in central New York. Our pipeline system
presently delivers natural gas to a major interstate pipeline,
$OMINION 4RANSMISSION )NC h$OMINIONv AND A LARGE GAS
AND ELECTRIC UTILITY .EW 9ORK 3TATE %LECTRIC  'AS h.93%'v SERVICING THE .EW 9ORK 3TATE #RITICAL TO A SUCCESSFUL
drilling program is easy access to attractive available markets
with premium gas prices. During 2008 the company accelerated its efforts to add more delivery options and by year’s end
we approached completion of a pipeline right-of-way that will
ultimately provide access to two additional major interstate
natural gas transmission pipelines, Tennessee Gas Pipeline
h4ENNESSEEv TO THE NORTH AND -ILLENNIUM 0IPELINE h-ILLENNIUMv TO THE SOUTH 4AP AND METER SITE AGREEMENTS HAVE BEEN
established with Millennium and are presently being pursued
with Tennessee. Once completed, our trunk-line system will
gather gas along a pipeline corridor that extends for over 70
miles and encompasses three counties. It will provide access
not only to a large utility customer servicing the area but three
major interstate pipelines that will ultimately deliver gas to the
New York City metropolitan area and other premium markets
in the northeastern United States.
Throughout the year we reﬁned our knowledge gained from an
operating, engineering and geological perspective to successfully pursue our unique Herkimer play. With current average
anticipated recoverable reserves estimated at an average 1.2 Bcf
PER WELL FOR THE lELD PROJECTED TOTAL hALL INv lNDING AND DEVELopment costs in the current area of production are USD 1.05/
Mcf (including drilling, pipeline, land and seismic costs). It is
particularly encouraging for future development that the last
wells drilled in 2008 were the most promising with Initial Production ﬂows averaging in excess of 1,000 Mcf/well per day.
This trend continued into 2009 where multiple wells produce
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around 3,000 Mcf/day (535 BOE/day) per well. The company
estimates that the Herkimer play could exceed 500 Bcf.
3CHLUMBERGER 4ECHNOLOGY #ORPORATION h3CHLUMBERGERv HAS
certiﬁed our contingent resources to be 346 MMBOE, up
962% from 32.59 MMBOE last year. This increase is attributed to the success in the Herkimer play and the addition of a
large number of locations in the Marcellus and Utica shale. A
total of 37 wells were drilled during 2008, of which 23 were
completed in the Herkimer formation. Of the 37 wells drilled
in 2008, all have penetrated the shallower Marcellus formation
and as a result, Norse has garnered valuable insights regarding
the characteristics of this exciting shale formation.
In early 2008, the company sold all of its Medina formation
assets (4,300 Mcf/day) in New York and Pennsylvania for USD
67 million and set as target to replacement that production by
year’s end. The company exceeded the goal by producing in excess of 6,000 Mcf/day at the close of 2008. Norse also continued to add to its acreage position in Western New York where
it now controls 45,000 acres. It has found encouraging results
in this region in pursuit of the Theresa Play. Collectively, Norse
now controls around 175,000 acres in New York State.
The marketing division, Mid American Natural Resources
(MANR), also continued to add value to the company’s proﬁtability, increasing total gas volume marketed by over 10%,
from 21 million Mcf in 2007 to 23.2 million Mcf in 2008.
Gross Sales also increased by approximately 40%, from USD
158.2 Million in 2007 to USD 225.2 Million in 2008.
Exploration & Production
For the past 13 years, Norse Energy has concentrated its exploration and production activities in the Northern Appalachian
Basin. In 2008 Norse Energy drilled several successful wells in
the Theresa Formation in Western New York but our primary
focus has been, and remains, exploration and development of
Herkimer wells in central New York. During 2008 we focused
our efforts on drilling locations in close proximity to our
existing mainline gathering system to ensure that wells were
promptly placed into production. As a result, by year’s end
wells were being brought on line and producing on average in
less than 30 days from completion.
A total of 37 wells were drilled during 2008, of which 23 were
completed in the Herkimer formation. 19 of the Herkimer
wells were drilled horizontally and four were drilled vertically.
Of the 37 wells drilled in 2008, all have penetrated the shallower Marcellus formation and as a result, Norse has garnered
valuable insights concerning the shale formation. From the
wells drilled over the last ﬁve quarters, Norse Energy has 18
wells currently awaiting pipeline connection. The company
now operates in excess of 100 natural gas wells in New York
State. Norse’s pipeline facilities are already operating in approximately one-third of the over 70 mile trunk-line corridor
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being designed to bring gas discoveries to the Tennessee, Dominion, Millennium and/or the NYSEG pipeline.
Due to the divestiture of the Medina
assets early in the year, average daily
gas production in 2008 was 430
BOE/day, which is about 49% lower
than the average daily production in
2007. After the divestiture of the Medina assets, the company established
a goal to replace the production sold
(approximately 4,300 gross Mcf/day)
by the end of the year. The company
not only met this target, but surpassed
it, as total production from the US
exceeded 6,000 gross Mcf (1,068
BOE) per day by the end of the year.
Based on retained assets the increase
was 110% in 2008.
2P reserves as stated by Schlumberger, decreased to 7.25
MMBOE down 45% compared to 2007. Excluding the sale of
the Medina assets, the 2P reserves increased by 3.88 MMBOE.
Additionally, Schlumberger has certiﬁed contingent resources
to be 346 MMBOE, up 962% from 32.59 MMBOE last year.
This increase is attributable to the success in the Herkimer
play and the addition of a large number of locations in the
Marcellus and Utica shale. The company is actively planning
for development of this resource when opportunity permits,
utilizing the valuable information gained.

Norse also holds working, royalty and overriding royalty
interests in various minor oil and gas leases in the Midcontinent region of the United States, primarily in Oklahoma.
The company does not serve as operator of any wells on these
properties.
Gathering and Transportation
4HE 'ATHERING AND 4RANSPORTATION DIVISION h'4v OVERSEES
two pipeline operating systems involving company-owned
natural gas pipelines covering approximately 350 miles in
western New York and northwestern Pennsylvania.

In order to capitalize on our position and ﬁnance our expansion program, the company has retained Jefferies & Company
to assist in securing a potential strategic partner to develop its
shale potential.

The largest grid, covering approximately 320 miles, known
as the Norse Pipeline system, gathers gas from third-party
customers, as well as company-owned wells, and delivers it to
several distribution points for sale. The delivery points include
major interstate pipelines, local distribution companies and
end users. Annual throughput on this system has increased
since it was bought from Columbia Gas Transmission in
1999. However, in 2008 average daily throughput was 14,729
MMBtu, compared to 18,764 MMBtu in 2007. This decrease
reﬂects that one of our larger customers left the transportation
system in late 2007.

Pipeline capacity servicing our acreage position expanded
throughout 2008. The ﬁrst major accomplishment was the
completion of a 12-inch plastic pipeline in October, which
connects the existing sales points Bradley Brook (Dominion)
and Diehl (NYSEG Pipeline), and should provide for a more
rapid production increase which will be seen into 2009. Production ﬂow should be further enhanced by a capacity upgrade
to the Dominion Transmission delivery meter scheduled for
mid-2009. The new pipeline capacity is 15,000 Mcf/day, with
potential for upgrading for additional capacity.

4HE OTHER SYSTEM KNOWN AS .ORNEW %NERGY 3UPPLY h.%3v
is a 26-mile natural gas transmission line located in western
New York with connections to a major interstate pipeline and
the company’s pipeline system. The line is currently leased to
the City of Jamestown, New York Board of Public Utilities to
provide gas supply to its power generation facility for an initial
term of 20 years, expiring in 2020. Norse Energy has retained
Jefferies to also assist the company in evaluating strategic
alternatives for our midstream gathering and transportation
pipeline operations.

The primary formations targeted in the company’s revised
exploration strategy are the Herkimer sandstone, Theresa
sandstone and the Utica and Marcellus shales. Our exploration
department shot 502 miles of 2D seismic during the year. The
company invested about USD 55 million in exploration and
production in 2008.
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Energy Marketing
The company, through its Mid American Natural Resources
h-!.2v MARKETING ARM CREATES PROlT MARGINS BY EFFECTIVELY
aggregating supply from Appalachian producers, marketers
and utilities. MANR transports and balances those supplies
and delivers them to strategically targeted markets. Consistent
with our ongoing strategy, on a volumetric basis, customers
are split roughly 50/50 between larger wholesale customers
such as utilities and third-party wholesale marketers as well as
commercial and industrial customers. This creates an effective
portfolio, both from a risk and unit margin perspectives.
MANR marketed 23.2 BCF in 2008, about a 10% increase
when compared to the 21 BCF marketed in 2007. Because of
the record high NYMEX prices seen during much of 2008,
Gross Sales increased from USD 158.2 Million in 2007 to
USD 225.2 Million in 2008, approximately a 40% increase.
MANR’s EBIT in 2008 was USD 6.2 Million compared to
USD 3.8 Million in 2007. Among the positive factors in 2008
when compared to prior years was continuing growth on the
National Fuel Gas Distribution Corporation (NY), Equitable
Resources Inc., New York State Electric & Gas, and Rochester
Gas & Electric systems plus MANR’s ability to proﬁt from
market volatility through aggressive wholesale marketing
and transportation optimization. Consistent with MANR’s
ongoing efforts to limit business risk, MANR began to utilize
Credit Insurance in 2008 and will continue to do so in 2009
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The company has adopted a policy of regional Reserve Reporting using external third party companies to audit its work and
certify reserves and resources according to the guidelines established by the Oslo Stock Exchange (OSE). Reserve and Contingent
Resource estimates comply with the deﬁnitions set by the Petroleum Resources Management System (PRMS) issued by the Society
of Petroleum Engineers (SPE), the American Association of Petroleum Geologists (AAPG), the World Petroleum Council (WPC)
and the Society of Petroleum Evaluation Engineers (SPEE) in March 2007.
Each region (division) has a long standing relation with its certiﬁcation agents; Gaffney, Cline & Associates in Brazil and SchlumBERGER 4ECHNOLOGY #ORPORATION IN THE 53 ! FULL h!NNUAL 3TATEMENT OF 2ESERVESv WILL BE PUBLISHED IN -AY 
Norse Energy’s ﬁnal 2008 reserve reports are summarized in the table below;

Reserves (certiﬁed volumes reﬂecting approved development plans):
Division

1P reserves
(MMBOE)

Total US

4.35

*

2P reserves
(MMBOE)

*

7.25
=

5.70

3P reserves
(MMBOE)

*

8.32

Estrela-do-Mar

-

=

6.80

Cavalo Marinho

5.66

14.17

20.29

Manati

12.80

16.65

18.64

Total Brazil

18.46

36.52

45.73

NEC TOTAL

22.81

43.77

54.05

=

* Compared to the 2007 reserve report

The grand total of 43.77 MMBOE of 2P reserves represents a decrease of 9% compared to last year’s certiﬁed reserves, mainly as
a consequence of the disposals of the US Medina assets. The company 1P reserves of 22.81 MMBOE correspond with a reserve
replacement ratio of 1.84 considering a production of 1.85 MMBOE and asset sales of 7.93 MMBOE in 2008.
Best estimate Contingent Resources (certiﬁed volumes but without approved development plans):
US Division
Herkimer

2C Contingent
Resources (MMBOE)
26.18

*

Brazil Division

2C Contingent
Resources (MMBOE)

Coral

3.43

Oneida

4.39

Estrela-do-Mar

6.20

Vernon Shale

1.11

Cavalo Marinho

15.07

*

Marcellus Shale

130.89

Caravela Sul

0.40

=

Utica Shale

182.76

Sardinha

4.47

=

0.88

BAS-131

0.93

Others
Total US

346.21

Total Brazil

30.50

According to the SPE deﬁnitions, categorization of volumes as reserves are only permitted when approved development plans
demonstrating acceptable economics are available. For Brazil, GCA was this year asked to review ongoing work undertaken by the
Norse Energy and partners in order to improve development solutions for assets currently pending approved development plans.
These assets have been categorized as Contingent Resources and reﬂect GCA’s assessments of best recoverable volumes.
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Best estimate (2C) Contingent Resources shows an increase of 860% from 39.24 MMBOE to 376.71 MMBOE at the end of
2008. For Brazil the increase from 6.65 MMBOE in 2007 to 30.50 MMBOE in 2008 is mainly attributable to introducing
revisions to the BS-3 Development Plans by integrating more ﬁelds, sharing common infrastructure, as documented by studies
conducted by the Norwegian based consultancy company AGR.
For the US the increase is attributed the success in the Herkimer play and the addition of a large number of locations in the
Marcellus and Utica shale. In 2008, the company invested time to evaluate the potential resources contained in some of the shale
formations underlying the current lease positions. This evaluation yielded positive results and provided additional locations to the
2C category in the reserve report. The company is actively planning for development of this resource when opportunity permits.
During 2008, the company had the following reserves development:
Reserves Development

2P reserves (MMBOE)

Balance (previous ASR) as of December 31, 2007

48.12

Production 2008

-1.851

Acquisitions/disposals since previous ASR

-9.72

Extensions and discoveries since previous ASR

-

New developments since previous ASR

3.88

Revisions of previous estimates

3.34

Balance (current ASR) as of December 31, 2008

43.77

1 Brazil 1.69 MMBOE, US 0.16 MMBOE

2008 2P reserves by field (MMBOE)

2008 2P Reserve development (MMBOE)
50

0.8

45

6.4

48.1

3.9

40

1.9

5.7

43.8

9.7

35

16.7

3.3

30
25
20
15
10

14.2

5
Estrela do Mar

A 141

End 2008

US additoions

Brazil additoions

Production

0

Other US

Divested

Herkimer US

Cavalo Marinho

End 2006

Manati
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The most signiﬁcant changes compared to last year’s report are mainly attributable to:
Brazil:
s Reduced Manati reserves over the year partly reﬂect the produced volumes, partly a redistribution of reserves between categories
reﬂecting effects of observed production performance. Work is in progress by the Operator to review the geological understanding of the Manati ﬁeld, including a possible northern extension requiring a 7th well. Results of these studies were not available
for this report.
s As in 2007, the 2008 GCA review considers only the actual gas sales contract volume of 23 billion m3 as 1P recoverable volume
s Manati reserves are based on a six wells ﬁeld development and reserves estimates are based on the contracted volume to the gas
purchaser, Petrobras. The ﬁeld is anticipated to have a much larger ultimate recovery as reported by the operator of the ﬁeld,
Petrobras. The ﬁeld has produced for two years and reached a cumulative gas production of 3.2 billion m3 (100%). Acquired
production and pressure data, in each one of the producing wells, support reservoir model forecasted volumes.
s Coral production was terminated December 25, 2008 and the ﬁeld is currently under temporary abandonment. However,
studies indicate a possible future re-development in a larger area ﬁeld integrated concept. This option is reﬂected in the shown
Contingent Resources volumes.
s Cavalo Marinho reserves are marginally improved, following a revised formula for cost split in the approved development plan
for integration of the Cavalo Marinho and Caravela ﬁelds. During 2009, the partners intend to revise this development concept
with integration of further ﬁelds to the shared infrastructure as well as considering the introduction of more wells, different well
solutions, artiﬁcial lift, and increased water handling capacity in order to further optimize the concept. The effects are indicated
in the Contingent Resources table.
s For Estrela-do-Mar, lower oil price expectations have resulted in no 1P reserves for the stand-alone development concept that reﬂects the current development plan submitted to the authorities. As indicated above, work is in progress to expand the scope of
the integrated development project including Estrela-do-Mar. As for Coral and Cavalo Marinho above the effects are indicated
in the Contingent Resources table.
s In total, GCA revisions for the 2P category have added gross 3.34 MMBOE of reserves.

BRASIL

US

Contingent resources (2C) development

Contingent resources (2C) development

35

346.2

350
48.1

48.1

30

30

300

25

250

20

200

15

150
12

10

100
7

5

50

0

32.6

0
2006
BS-3
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2007

2006

2008

Herkimer

Other
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2007
Marcellus shale

2008
Utica shale

Other

USA:
s The company transitioned from its Medina development focus (western New York State) to exploration and development in
eastern New York State. As a consequence of the sale of the Medina assets, 2P reserves were reduced by 9.72 MMBOE. Despite
this, our total US 2P reserves for the year were reduced by only approximately 6 MMBOE, while 2C increased from 32 MMBOE to 346 MMBOE.
s The ﬁrst half of 2008 was spent drilling multiple areas in our eastern New York state leases to determine the potential. After
delineating much of the ﬁeld and conﬁrming the observations obtained through seismic and geologic mapping, the focus
shifted to replacing the production lost in the sale of the Medina assets. The majority of drilling activity was concentrated in the
northern part of the ﬁeld where the company had a fair amount of 3D seismic data and pipeline infrastructure. The access to
this data and proximity to pipeline allowed for rapid identiﬁcation of locations and reduced production lag. This focus allowed
for signiﬁcant growth in proven reserves.
s Excluding the sale of the Medina assets, the US 2P reserves increased by 3.88 MMBOE during 2008 with special emphasis
on the contingent resources of 1.9 Tcf (346 MMBOE) providing a signiﬁcant upside potential value to our shareholders.
Economic conditions will determine development timing for these assets.
s The focus in the existing area limited the growth in the 2P and 3P reserve categories. As the company drills south into new areas
the growth of the 2P and 3P values should also grow proportionally. With the reduction in gas prices and focus on the successful Herkimer play, much of the reserves from other zones such as the Oneida and Vernon Shale were moved to the contingent
category.
s An extremely large jump in the contingent reserves can be observed. This can be attributed to the research and evaluation of the
Marcellus and Utica shale deposits in the company’s acreage. That evaluation shows signiﬁcantly large potential from the shale
zones which is reﬂected in that number.
s The company spent USD 56 million in the US in 2008, drilling 37 wells of which 19 were horizontal Herkimer wells and built
infrastructure to transport anticipated 2009 gas production.
s Infrastructure to ﬂow all anticipated gas production in 2009 was built during 2008, and we are currently moving gas into two
main pipeline systems
s The company drilled four successful exploration wells in the deeper formation Theresa, all these wells are still awaiting pipeline
connection.
s In addition, 2.8 Bcf (0.5 MMBOE) of 1P reserves are still awaiting pipeline connection in central New York as of year-end.
The reserve and resource estimates are based on the following assumptions:
s All US numbers from Schlumberger are net to the company’s interest after royalties.
s All Brazil numbers from GCA include royalty, but the royalty is excluded in economical calculations (PV10).

DEFINITIONS:
1P) Proved Reserves
Proved Reserves are those quantities of petroleum, which by analysis of geoscience and engineering data, can be estimated with
reasonable certainty to be commercially recoverable, from a given date forward, from known resevoirs and under deﬁned economic
conditions, operating methods, and government regulations.
2P) Probable Reserves
Probable Reserves are those additional Reserves which analysis of geoscience and engineering date indicate are less likely to be
recovered than Proved Reserves but more certain to be recovered than Possible Reserves.
3P) Possible Reserves
Possible Reserves are those additional reserves which analysis of geoscience and engineering data indicate are less likely to be recoverable than Probable Reserves.
Contigent Resources
Those quantites of petroleum estimated as of a given date, to be potentially recoverable from know accumulations by application
of development projects, but which are not currently considered to be commercially recoverable due to one more contigencies.
Source: Gaffney, Cline & Associates Inc.
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Norse Energy was listed on the Oslo Stock Exchange (OSE) on
*ULY   UNDER THE TICKER SYMBOL h.%#v WITH CORPORATE
headquarters located at Lysaker, near Oslo. The company’s
business consists of exploration, production, transportation
and marketing of oil and natural gas. The operations are
located offshore Brazil and in the North East US.
Operational Performance
Brazil Division
The company experienced record production as the Manati gas
ﬁeld, the largest non-associated gas producing ﬁeld in Brazil,
contributed to steady production from all six wells. Additionally, the company had higher oil production from Coral in the
Santos Basin than originally anticipated prior to commencing
abandonment operation by end of the year.
During 2008, the Manati ﬁeld produced net to the company’s 10% interest a total of 207.71 million m3 of gas and
232,593 barrels of condensate, equivalent to 3,437 BOE/day.
Manati gas sales were 195.87 million m3 (1,231,688 BOE
net to Norse Energy) or 3,364 BOE/day. The Manati gas
price is ﬁxed in Brazilian Reais and is annually adjusted by the
Brazilian inﬂation index. As such, the gas price is ﬂuctuating
when converted to US dollars. The gross sales price of gas sold
averaged USD 6.98 per MMBtu in 2008. For 2009 the price
in Brazilian Reais is adjusted upwards with 9.8% in accordance
with the inﬂation index.
Oil production from the Coral ﬁeld was 986 BOE/day of 41º
API oil, resulting in sales of 1,066 BOE/day at an average price
of USD 106.65 net to the company’s 35% interest. Production
from the ﬁeld was prolonged as the water injection was successful and sales at all-time high oil prices. As abandonment of the
ﬁeld commenced, production ceased by the end of the year.
Drilling of the Gengibre well in the BCAM-40 exploration
block concluded in early 2008. The well logs revealed three
hydrocarbon bearing zones and presence of light oil was found,
but was not deemed commercially viable. However, the Gengibre results have conﬁrmed the existence of an active petroleum
system in the BCAM-40 block. The second prospect in the
BCAM-40 license, Cravo was spudded and drilled in Q1
2009. The well was logged and the logs showed that the Rio
das Contas sandstone reservoir had eight meters net thickness
with gas, but the main target in the Sergi Sandstone reservoir
was water bearing, and deemed non-commercial in early April
2009.
The drilling of the Peroba prospect in BM-CAL 6 was completed in June 2008, and the prospect was deemed to be a dry well.
In the adjacent BM-CAL 5 block, the drilling of the Copaiba
prospect concluded in September 2008 after a discovery of two
intervals with hydrocarbons. Test results are under analysis. After
the close of the year, the company farmed out the BM-CAL 5
block to the partners Petrobras and Queiroz Galvao and charged
USD 18 million to the 2008 income statement.
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During 2008, the company continued its focus on Santos
Basin with a series of third party studies of the reservoirs in
the BS-3 project for a possible concept for development of
the ﬁelds. The studies show signiﬁcant additional volume and
improved economic robustness. The results of the studies have
been veriﬁed by the 2008 Gaffney Cline certiﬁcation, which
resulted in a signiﬁcant increase in contingent resources. The
company is working towards an integrated BS-3 area development which consist of four ﬁelds; Caravela (100% Petrobras
owned), Cavalo Marinho, Estrela-do-Mar, with a re-developed
of Coral ﬁeld and a pipeline to shore. Such development is
subject to the operator ﬁling a development plan on behalf of
the partners in accordance with the company’s plan.
The company was the successful bidder as a 50% owner and
operator of three offshore blocks in the Santos Basin in the
9th Bid Round in late 2007. In March 2008, the company
signed the concession agreement with the regulatory agency.
Two prospects have been identiﬁed in these blocks based on
the initial technical work. Our 3D Seismic commitment is
anticipated to commence in 2009.
US Division
During 2008, we drilled 37 wells of which 23 targeted the
Herkimer formation; 19 horizontal wells and four vertical
wells. At year end, the company was operating about 100 producing gas wells and participating in some non-operated wells
in Appalachia and Oklahoma.
In March 2008, the company sold all its Medina formation
assets for USD 67 million. This assets sale represented 4,300
Mcf/day of gas production versus total US Company production at the time of about 5,800 Mcf/day. The company’s resources have since been focused on converting its vast resources
in to proven reserves through exploration and development of
the company’s extensive 175,000 acreage position in New York
State.
Average daily gas production from the retained wells was 430
BOE/day in 2008, down from 850 BOE/day in 2007. The
decline is a result of the divestment of the Medina assets. Based
on retained assets the increase was 110% in 2008. After the
divestiture of the Medina assets, the company set as a goal to
replace the production sold (approximately 4,300 Mcf/day) by
the end of the year. The company surpassed this goal, as total
production from the US exceeded 6,000 Mcf (1,069 BOE) per
day by the end of the year.
A signiﬁcant accomplishment for the pipeline division was the
completion of a 12-inch plastic pipeline in October that connects two existing sales points in central New York. This should
provide for around 15,000 Mcf/day of gathering capacity. To
ﬂow this volume, further capacity upgrade to the Dominion
Transmission delivery meter is needed. Throughput for the
Norse Pipeline division was 5.4 Bcf. The average daily throughput was 14,729 MMBtu, down from 18,764 MMBtu in 2007.

Energy Marketing boosted gas sales to a record high of USD
225 million with solid margins.
The Accounts
The Board of Directors conﬁrms that the annual ﬁnancial
statements have been prepared pursuant to the going concern
assumption, in accordance with §3-3 of the Norwegian
Accounting Act. The premise of the going concern assumption
is dependent upon a successful solution of the ﬁnancial challenges that the company is currently facing which is further
described in this report.
Financial Performance and Activities
The ﬁnancial results for 2008 were affected by the sale of most
of the company’s producing assets in the US, increased natural
gas production in Brazil and impairment and exploration costs.
The increase in net results compared to 2007 was mainly attributable to the sale of assets in the US, increased sales, as well
as lower depreciation and impairment charges. The divestment
of assets and increased production sold at high oil and natural
gas prices, contributed to a record high USD 41 million
EBITDA for the year.
Norse Energy capital expenditure program for 2008 net of impairment and dry hole costs, resulted for accounting purposes
in capitalization of assets totaling USD 71 million, split in
USD 16 million for the Brazilian division and USD 55 million for the US division. Adjusted for dry hole cost, the gross
amount spent in 2008 was about USD 100 million. In addition, assets in the Brazilian division were signiﬁcantly affected
by changes in foreign exchange rates, decreasing the book value
of the assets by approximately USD 33 million.
Condensed Consolidated Income Statement
(Amounts in USD 1,000)
Total revenues

2008

2007

Change

334,508

214,711

56%

-206,500 -141,588

46%

Operating Expenses
US Marketing purchases
Production costs

-27,949

-25,802

8%

Exploration
and dry hole costs

-27,225

-2,629

936%

Depreciation

-16,719

-28,901

-42%

Impairment

-25,911

-26,159

-1%

General and
administrative expenses

-31,605

-17,870

77%

Total operating expenses
Operating proﬁt / (-) loss

-335,909 -242,949

38%

-1,401

-28,238

-95%

Net ﬁnancial items

-10,229

-8,205

25%

Net proﬁt/ (-) loss before tax

-11,630

-36,442

-68%

1,090

7,737

-86%

-10,540

-28,705

-63%

Income tax expense
Net proﬁt/ (-) loss
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In 2008, total sales revenues were USD 334.5 million, an
increase of approximately 56% from USD 214.7 million in the
previous year. A signiﬁcant portion of the sales revenue relates
to Norse Energy’s Marketing division in the US which contributed with revenues of USD 225.2 million in 2008, compared
to USD 158.2 million in 2007 – an increase of 42%. In accordance with IFRS, revenues from the Marketing division are
booked on a gross basis. Additionally, the gain on the sale of
Medina assets of approximately USD 28 million and the 100%
increase in Manati gas sales from USD 18.7 million to USD
37.4 million, contributed to the increase in revenues.
Production costs increased by 8% from USD 25.8 million to
USD 27.9 mainly due to higher volumes from oil production
in Brazil. Exploration and dry hole costs increased signiﬁcantly
in 2008 and totaled USD 27.2 million for the year, most of
this relating to the Brazil division. Depreciation decreased by
42% from USD 28.9 million in 2007 to USD 16.7 million
in 2008. This decrease is mainly related to the Coral ﬁeld,
which for accounting purposes was written down to USD 0
per December 2007 and was therefore not depreciated in 2008
although it was still producing. An impairment charge of USD
25.9 million was booked in 2008 compared to USD 26.2 million in 2007. The impairment for 2008 relates to the license
for the BM-CAL 5 & 6 blocks in Brazil as well as an increased
abandonment charge for the Coral ﬁeld. As activity level and
number of employees increased, coupled with reorganization,
general and administrative expenses increased from USD 17.9
million in 2007 to USD 31.6 million in 2008.
Operating loss for 2008 was USD 1.4 million compared to an
operating loss of USD 28.2 million in 2007. This improvement mainly came as a result of the sale of assets, the increase
in natural gas sales in Brazil, as well as the lower depreciation
and impairment charges seen this year. Cash ﬂows from operations were USD 5.9 million in 2008 compared to USD 2.8
million in 2007.
Net ﬁnancial items were negative USD 10.2 million in 2008,
from negative USD 8.2 million in 2007. The increase in
ﬁnancial expenses is mainly attributable to net interest costs
of USD 23.8 million in 2008 compared to costs of USD 16.1
million in 2007. This was partially offset by positive ﬁnancial
items such as foreign exchange effects and warrant effects of
our listed NEC-J warrants.
The company’s ﬁnancial statements were impacted by changes
in foreign exchange rates. The company has assets and liabilities denominated in both Norwegian Kroner and Brazilian
Reais, and as these currencies ﬂuctuate versus the US dollar, a
gain or loss is recognized. The company utilizes currency swaps
for risk management purposes in order to hedge the long-term
interest bearing bond loans denominated in NOK. The effect
of these currency swaps and net foreign exchange gains and
losses was a gain of USD 5.8 million in 2008 compared to
USD 4.1 million in 2007.
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During 2006, Norse Energy entered into two loans with
detachable warrants. The warrants are separately listed on the
OSE under ticker code NEC-J, and the fair value of the warrants is estimated at each reporting date with any change in the
fair value being recorded in the income statement. The decline
in the share price contributed to a non-cash ﬁnancial income
of USD 8.1 million in 2008 compared to a ﬁnancial expense
of USD 3.3 million in 2007.
For further details on the company’s ﬁnancial instruments
and transactions, refer to note 10 in the consolidated ﬁnancial
statements.
Income tax expense for 2008 was positive USD 1.1 million
compared to USD 7.7 million in 2007. This gives an effective
income tax rate of 9.4% in 2008. This low rate is mainly the
result of foreign exchange effects from the company’s Brazilian operations, as well as use of previously unrecognized losses
carried forward.
Net loss for 2008 was USD 10.5 million compared to net
loss of USD 28.7 million in 2007. The main reasons for this
change is the sale of assets in the US, increased natural gas sales
in Brazil and lower depreciation.
Norse Energy’s total assets decreased by USD 38 million in
2008, which was mainly due to a reduction in short term assets
following the sale of Medina assets previously classiﬁed as assets
held for sale and impairment charges. The company spent
approximately USD 100 million in oil and gas assets, however,
the net increase in long-term assets for the year was about USD
10 million due to signiﬁcant transfers of exploration costs to
the income statement, depreciation and impairment in Brazil,
as well as foreign exchange effects. The asset balance was USD
436 million at the beginning of the year, whereas the asset
balance was USD 398 million at the end of the year. Of this,
current assets amounted to USD 79.6 million. At the end of
2008 the book equity ratio was 17%, compared to 19% at the
end of 2007. The Board is continuously working on improving
the company’s ﬁnancial ﬂexibility and recognizes the need to
improve the ﬁnancial position of the company.

Allocation of Proﬁt in Norse Energy Corp. ASA
The Board of Directors proposes that the proﬁt for the year of
NOK 117.0 million in the parent company is transferred to
other equity. As of December 31, 2008 the company has NOK
117.0 million in unrestricted equity.
Funding, Share, Debt and Bond Issue
During 2008, the only share issue that took place was related
to an exercise of stock options by one of our employees. In
the second half of 2008, the company extended the maturity
date for a total of NOK 153 million of its bond loans from
July 2010 to September 2012. This conversion of bonds also
resulted in a change from ﬂoating to ﬁxed interest rates. Subsequently, the company extended a voluntary offer to the bondholders in this new NOK 153 million bond issue (NEC04)
and in NEC03 (NOK 200 million 3-year at 3-month NIBOR
+ 4.25%) to exchange the existing bonds at par value for
bonds in two new issues. The purpose of these offers were to
exchange existing bonds denominated in NOK for new bonds
with USD currency and ﬁxed interest of 9.5 % and 10.707 %,
respectively. Bond holders representing NOK 126 million and
NOK 60.5 million, respectively, accepted this offer, swapping
bonds at USD/NOK 7.08 and USD/NOK 6.92.
Upon issuance of NEC04 in late September, the company
entered into a currency swap in order to reduce overall NOK
exposure. A total of NOK 139 million was swapped into USD
24.1 million. Any upward/downward movement in the NOK/
USD exchange rate will result in a loss/gain on the currency
swap and a corresponding margin call/release. As the majority
of the NEC04 bondholders exchanged their bonds into the
new USD denominated bond loan, the currency swap was
instead tailored to match the cash ﬂows of NEC01; the company’s NOK 286 million bond loan and the currency swap will
last until July 2010. Following this currency swap, the remaining NOK debt exposure is NOK 174.5 million. The weighted
balance between USD and NOK is now more aligned with the
company’s overall currency strategy. The company has the current outstanding bond loans per December 31, 2008:

USD/NOK rate
for swap/exchange

Denomination and
amount

Interest

Maturity

-

NOK 147 million

Fixed 10.00%

July 2010

NEC01 (USD swap)

5.76

USD 24.1 million

Fixed 8.50%

July 2010

NEC03

6.92

USD 8.8 million

Fixed 9.50%

July 2010

NEC03PRO

-

NOK 0.5 million

3-month NIBOR + 4.25%

July 2010

NEC02

-

USD 75 million

Fixed 6.5%

July 2011

NEC04

7.08

USD 17.8 million

Fixed 10.707%

September 2012

-

NOK 27 million

Fixed 11.50%

September 2012

Name
NEC01

NEC04PRO
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Management and the Board of Directors have initiated a number of actions including sale of assets, joint ventures, or raising
additional equity in order to meet short- and long-term ﬁnancial obligations, among them interest payments in Norway due
July 2009. The Board of Directors is of the opinion that the
measures taken are sufﬁcient in order for the company to meet
its short-term obligations.

In the US, the company was not in compliance with the G&A
over Net Income covenants related to the US reserve based
lending due to the sale of most all its production assets, but a
waiver has been communicated for this.

The company’s ﬁrst repayment of debt in Norway is scheduled
for July 2010 with approximately USD 54 million. Weighted
average interest costs on outstanding loans as of December 31,
2008 was 8.5%.

Risk Factors and Funding
The company’s primary products, crude oil and natural gas,
are exposed to continuous price ﬂuctuations. Furthermore,
the development of oil and gas ﬁelds in which the company is
involved is associated with signiﬁcant technical risk, alignment
in the consortium when it comes to the development plans and
obtaining the necessary licenses and approvals from the authorities. Such operations might occasionally lead to cost overruns
and production disruptions, as well as delays compared to the
plans laid out by the operators of these ﬁelds.

In Brazil, the company obtained a USD 21.5 million (BRL40
million) bridge loan with two banks in the third quarter as
part of a BRL 100 million exploration and development loan
initially approved by the banks to be supported by BNDES
(Brazilian State Development Bank). The tranche is expected
to be replaced with BNDES Reais ﬁnancing during 2009. The
outstanding gross debt in Brazil is approximately USD 79 million and most of the debt is set to be repaid quite aggressively
with current latest principal payment in 2013. The repayment
schedule in Brazil is thus very aggressive and not aligned with
the long-term cash ﬂow generation from our 10 % ownership
in the Manati gas ﬁeld. The company is working on numerous
ways of reﬁnancing its Brazilian debt portfolio in order to be
more aligned with its long term cash ﬂow.
In the US, the company continues to base its borrowing on
reserve based lending. By the end of the year, the company
increased its lending base to USD 15 million with a local
US bank. Reserve based lending utilizes bank approved and
audited net proven production and reserves as collateral for
the note. As reserves and production increase, funds are made
available for lending purposes and the company expects to
accelerate the reserve based lending leverage into 2009 along
with converting resources to proven reserves.
At December 31, 2008 and at the date of this report, the
company was in compliance with all covenants related to the
senior unsecured bond loans. The company was not in compliance with the covenants related to the loans in the subsidiaries
Coplex and Norse Energy do Brasil. The companies were in
breach of the debt service coverage ratio in Coplex and Norse
Energy do Brasil, since little income was recorded after Coral
abandonment commenced. The company is in the process
of transferring these loans as part of a comprehensive debt
restructuring to Rio das Contas, the subsidiary holding the
BCAM-40 license with the Manati ﬁeld. In addition Rio das
Contas has requested an adjustment of the debt service coverage calculation for dry hole costs in the EBITDA number for
covenant compliance purpose. If this is accepted, we will be in
compliance with covenants in Rio das Contas. The company is
still awaiting waivers on the current situation. This is likely to
be concluded as part of the debt restructuring described above.
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For further details on the company’s bond loans, refer to note
15 in the consolidated ﬁnancial statements.

The company has taken several measures to reduce these market risks. Oil put options have been purchased for a signiﬁcant
portion of the Coral production, and these put options were
sold by the end of the year as Coral production ceased. Also,
portions of the US natural gas production have been hedged
using forward sales. For further details on the use of ﬁnancial
instruments, refer to note 10 in the consolidated ﬁnancial
statements.
The company’s revenues and expenses are primarily denominated in US Dollars; however the gas contract in Brazil for the
Manati gas sales is denominated in the local currency. Some
other costs and income items are also incurred and earned in
the local currency in Brazil and Norway. The company has
not taken speciﬁc measures to hedge against ﬂuctuations in
exchange rates between Brazilian Reais and US Dollar, since
there is a high degree of balance in the cost and revenue denominated in Brazilian Reais. However, the company has balanced some of the Reais risk against some Reais denominated
loans. In addition, our experience is that both Reais and NOK,
as commodity currencies, somewhat run in parallel and as such
our NOK loans is view as a hedge against the Real.
During 2008, the company has worked to minimize both
the foreign exchange risk and the ﬂoating interest rate risk by
swapping several NOK denominated loans into USD denominated loans with a ﬁxed interest rate. In mid-year 2008, the
company terminated two currency swaps at USD/NOK 5.03
realizing a signiﬁcant gain. As part of the reﬁnancing during the second half of 2008, the company entered into a new
currency swap for a total of USD 24.1 million at an exchange
rate of 5.76 USD/NOK. For further details on the company’s
loans and currency exposures, refer to notes 10 and 15 in the
consolidated ﬁnancial statements.
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Financing the development of company reserves beyond 2008
is dependent on the company’s ability to secure adequate external debt ﬁnancing, sale of assets and/or contribution of working capital. The optimal ﬁnancing structure is continuously
being evaluated. There are no assurances that total ﬁnancing
will be successfully secured to develop all company projects
and assets. Due to the global ﬁnancial turmoil the availability
of funding has become scarcer and the price of capital has
increased. These changes will impact the company’s growth
opportunities, but Norse Energy is focused on preserving
ﬁnancial ﬂexibility through its capital expenditure program.
The aim is to have a self ﬁnanced US business model and at
the same time reducing the committed capital expenditure program to a minimum in Brazil. The main challenges are related
to securing the necessary funding within the required time
frame, especially in Brazil. The cash position in Brazil is limited and will continue to be so until a reﬁnancing is in place.
The company has also initiated several processes on raising
funds on the subsidiary level by engaging ﬁnancial advisors for
Brazil. This has involved an attempt to do an IPO in Brazil
which was unfortunately aborted in early 2008 due to a difﬁcult equity market. Later in the year, the company pursued a
private placement process which coincided with a collapse in
commodity prices. The company is working towards attracting
equity partners at the subsidiary level in order to reduce the
Brazil versus US exposure. In the US, the company has retained ﬁnancial advisors to ﬁnd an optimal ﬁnancial structure
for the large shale position, which unfortunately was caught
in a commodity collapse. In addition, the company has been
working with a ﬁnancial advisor to optimize the value of its
pipeline division. Timing related to these processes is uncertain
but Norse Energy will continuously seek to align its capital
spending with the price and availability of ﬁnancing.
Norse Energy could potentially be classiﬁed as a passive foreign
investment company for U.S. federal income tax purposes.
In that event, beneﬁcial owners of common stock which are
subject to U.S. federal income tax could incur adverse consequences. Such beneﬁcial owners of Norse Energy common
stock should consult their tax advisors.
Corporate Governance
The principle behind good corporate governance is to establish
and maintain a strong, sustainable and competitive company
in the best interest of the shareholders, employees, business
associates, third parties and society at large. The Board recognizes that the shareholders and others should have conﬁdence
in the way the company is governed and managed. A successful
value-added business is profoundly dependent upon transparency and internal and external trust. The company believes
that this is achieved by building a solid reputation based on
ﬁnancial performance, the company’s values and by fulﬁlling
our promises. The Board acknowledges the Norwegian Code
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of Practice for Corporate Governance of December 4, 2007
and the principle of comply or explain. We have implemented
the Code and will use its guidelines as the basis for the Board’s
governance duties. A summary of the corporate governance
policy is incorporated in a separate section of this report and
a lengthier version of the policy is posted on the company’s
website at www.NorseEnergy.com.
Discrimination and Equal Employment Opportunities
Norse Energy is an equal opportunity employer, and integrates an equality concept into its human resources policies.
All employees are governed by Norse Energy’s codes of ethics
and operations to ensure uniformity within its workforce. At
Norse Energy, we embrace a diversiﬁed working environment,
valuing and respecting our individual abilities and differences.
Employees are remunerated based upon skill level, performance and position within the company. Norse Energy is a
knowledge-based company in which a majority of the workforce has earned a college or university level education, or has
obtained industry-recognized skills and qualiﬁcations speciﬁc
to their job requirements. Norse Energy supports its employees
in continuing development of their skills through ongoing
education that furthers Norse Energy’s goals of being at the
forefront of efﬁcient and innovative industry practices. During
2008, Norse Energy expanded its workforce in response to the
company’s continued operational growth and to support future
growth. The company employed 109 persons at the end of
2008, whereof six in Norway, 28 in Brazil, 74 in the US, and
one in Canada, 61% were men and 39% were women. Women
account for 9% of Norse Energy’s senior management. Overall
workforce turnover is relatively low.
Health, Safety and the Environment (HSE)
In order for Norse Energy to meet its goals, the company
maintains high standards in its work environment, whether in
the ofﬁce or in the ﬁeld. The safety of our employees is of the
highest priority, thus our focus is on continuing to maintain
and improve our work environment and to be ﬂexible with
initiating new procedures to ensure consistency in safety results
as conditions change. This is especially critical during the
colder months of our US operations, as weather is frequently a
factor in adhering to safety parameters. The company observes
excellent industry practices in line with all regulatory required
standards for health, safety and the environment. Norse
Energy’s primary goal is to conduct its operations in such a
way that it does not harm people or the environment.
The company’s activities in Norway do not pollute the environment. In Brazil the company’s 2008 operations were all
conducted in licenses where the operator carries the physical
responsibilities of operating at acceptable HSE standards on
behalf of the licensees. To our satisfaction, we have noted
that no accidents resulted in loss of human lives or damages
to individuals or property. Furthermore, to our knowledge,

all the operations where the company was involved have
been conducted within limits set by approved environmental
regulatory authorities. During 2008, Norse Brasil became the
offshore operator of three exploration blocks in shallow waters
of the Santos basin. One of the activities conducted was to
get acquainted with ANP regulations and peer E&P company
practices and HSE manuals and procedures.
In the US, where the company operates nearly all of its gas
properties, Norse Energy endeavors to follow strict environmental and safety policies in accordance with US federal and
state regulatory requirements governing such exploration and
production activities. During 2008, to the best of the company’s knowledge, it was in compliance with all federal, state
and local regulations regarding workers’ health, safety and the
environment. However, it should be noted that the company
did experience two well ﬁres in the ﬁrst quarter of 2009.
The US E&P division has employed an expert with speciﬁc experience in safety matters to help in addressing the company’s
safety policies.
The US G&T division conducts annual Occupational Safety
and Human Administration (OSHA) training, safety meetings
and has an established written safety procedure.
Company time lost due to employee illness or accident was less
than one percent during both 2008 and 2007.
It is the company’s policy to always work towards identifying
and employing technical solutions that ensure safe and efﬁcient
operations. This policy has been pursued during 2008 for all
our identiﬁed development projects.
The working environment in the company is considered good,
characterized by an entrepreneurial and caring spirit where
constructive ideas and initiatives are welcome, and trust between employees and the company’s management is solid.
Directors and Shareholders
According to its articles of association, the company must
have a minimum of ﬁve and a maximum of eight directors on
its Board. The current number of board members is ﬁve, all
non-executive directors. Two board members are female. The
members have varied backgrounds and experience which offer
the company valuable perspectives. The Board held 13 meetings during the year.
During 2008, our new Board members Kathleen Arthur and
Bjarte Bruheim, replaced Board members Øivind Risberg and
Joey S. Horn.
In early January 2008, Axel C. Eitzen personally and through
his afﬁliated companies sold 67.6 million shares This sale
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represented approximately 19% of the outstanding shares in
Norse Energy. Approximately 11.7 million shares were bought
by insiders and the remaining 55.9 million shares by noninsiders.
Outlook
Norse Energy is positioned in two of the most promising
energy regions in the world as a natural gas producer with
both long lived oil and gas reserves offshore Brazil and onshore
USA. In Brazil the company has a ﬁxed minimum-priced,
inﬂation-adjusted take-or-pay contract with Petrobras for the
Manati gas, whereas the company in the US has secured parts
of the natural gas production on forward sales. This should
provide stable cash ﬂow in challenging times.
The company’s aim is to have the US arm as a self funded
division, primarily through the access to reserve based lending,
partnership structures and divestitures. As production grows
and decline history of the Herkimer wells is established the
company expects reserve based lending to increase. The production yield so far is above budgeted expectations and with
continued drilling and corresponding buildup of infrastructure
in the Central New York State area, Norse Energy is optimistic
about the growth prospects.
In offshore Brazil, the primary focus going forward will
continue to be to capitalize on development of the Southern
Santos position and ﬁne tune the portfolio accordingly. The
company’s strategy is to rebalance the portfolio given the
current challenging ﬁnancial markets. In 2008 the company
achieved the goal of verifying the large resource potential in the
Southern Santos region. This was accredited through the 3rd
party year-end contingent reserve report. The study conducted
by a third party engineering company veriﬁed the belief that
the Southern Santos asset potentially contains hydrocarbons
of much greater magnitude than previously thought. In order
to capitalize on this, an integrated solution between the ﬁelds
is the most economical and the company’s goal is to have the
operator on behalf of the partners to ﬁle a new development
solution by 2009. Our partners and the Brazilian regulatory
environment will continue working with us to reach a common development solution.
Offshore Brazil is a capital intensive area and in today’s challenging ﬁnancial market the strategy will be to secure the ﬁnancial ﬂexibility through preservation of capital, limitation of
future exploration commitment and capitalize on the growth
prospects in the Southern Santos. With a long lived take-andpay gas contract through the 10 % ownership in Manti the
company has a long term cash ﬂow. However, as the current
debt repayment schedule is very aggressive the company will
work on repayment schedule more aligned to the cash ﬂow.
Additionally, the company is working on capitalizing certain
assets as well as restructure the entire debt portfolio. Given a
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repayment schedule that is more aligned with the long term
cash ﬂow from the Manati ﬁeld comes in place the company
should improve its ﬁnancial ﬂexibility. The company’s primary
focus going forward will then be to work out a restructuring
plan with the Brazilian banks as part of the plan to meet the
2009 budget. However, the Board recognizes that ﬁnancing
the development of the company’s reserves is dependent on the
company’s ability to secure adequate external ﬁnancing, sale of
assets and/or contribution of equity.
General cost optimalization is in focus and in the US the
operations have already been centralized in the Northeast
improving the cost structure and productivity. In Brazil, the

company is expecting cost to be lower as the company ﬁne
tunes its portfolio.
2008 was a year of proving up the play and corresponding
resources in both the US and Brazil. The shale formation in
Appalachia received widespread media attention and high
acquisition prices were noted as the majors entered the region.
Schlumberger recognized Norse’s potential and 2C contingent
resources went up ten times from 2007 mainly due to the Marcellus and Utica shale inventory. Parallel to this, Gaffney Cline
& Associates accredited the comprehensive study conducted in
the Southern Santos assets in Brazil which were reﬂected in the
sharp increase in the year-end 2C category.

The Board of Directors
Lysaker, April 20, 2009
Norse Energy Corp. ASA

Petter Mannsverk Andresen
Chairman of the Board

Bjarte Bruheim
Director

Kathleen Arthur
Director

Jon-Aksel Torgersen
Director

Lise Heien Langaard
Director

Øivind Risberg
Chief Executive Ofﬁcer
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Petter Mannsverk Andresen, Chairman of the Board, born 1964. Mr. Mannsverk Andresen is partner with marchFIRST,
an advisory and investment company. Mr. Mannsverk Andresen was head of Enskilda Corporate Finance from 1997 to
2000. Other positions include Corporate Finance senior staff member in Handelsbanken Markets, Shipping Analyst in R.S.
Platou Securities and Senior Project Leader in Arkwright. Mr. Mannsverk Andresen graduated from Oslo Business Management Institute in 1990. Mr. Mannsverk Andresen is a Norwegian citizen and resides in Oslo, Norway.

Lise Heien Langaard, Non-Executive Director, born 1957. Ms. Langaard has long experience from Hafslund ASA and is
currently the CEO of Hafslund Produksjon AS. Ms. Langaard is a board member of Kinetic Energy AS. Ms. Langaard holds
a master of science from ETH Zurich, Switzerland. Ms. Langaard is a Norwegian citizen and resides in Oslo, Norway.

Kathleen Arthur, Non-Executive Director, born 1953. Ms Arthur is a former Vice President Exploration and Production
in Chevron Corporation. Ms. Arthur has considerable operational experience, in addition to various board positions.
Ms. Arthur currently serves as a board member of TGS Nopec Geophysical ASA. Ms Arthur is a Canadian citizen and
resides on Vancouver Island, Canada.

Jon-Aksel Torgersen, Non-Executive Director, born 1952. Mr. Torgersen is CEO of Astrup Fearnley AS, an international
brokerage house involved in shipping, offshore, ﬁnance and energy. Mr. Torgersen is a Board member of I. M. Skaugen
ASA, Chairman of the Board of Atlantic Container Line AB, Chairman of the Board of Finnlines Plc, and Board member
of a number of private companies involved in shipping, energy, ﬁnancial services and real estate. Mr. Torgersen graduated
from the University of St. Gallen, Switzerland with an MBA in 1975. Mr. Torgersen is a Norwegian citizen and resides in
Oslo, Norway.

Bjarte Bruheim, Non-Executive Director, born 1955. Mr. Bruheim is a graduate of the Norwegian University of Science
and Technology with an MSc in physics and electronics. Mr. Bruheim has considerable business and operational experience,
and he is one of the founders of Petroleum Geo-Services ASA. Mr. Bruheim served as President and Chief Operating
Ofﬁcer in PGS until 2001, and he currently holds multiple board positions, among others in Electromagnetic Geoservices
ASA and Odim ASA.
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Øivind Risberg, Chief Executive Ofﬁcer of the Norse Group since 1991, born 1958. He was the cofounder and CEO of
our US activity and has lived in Houston, Texas since 1993. Mr. Risberg divested most all of the US natural gas business
in 1997 and focused on building Norse Energy’s US future in the Appalachian Basin. Mr. Risberg has been the Chairman
of the Board, CEO and President of Norse Energy Corp. USA since 1993. Mr. Risberg is Chairman of the Board of Norse
Energy do Brazil. He holds a Bachelor of Science degree from the University of Oslo, Norway, and a Bachelor of Business
Administration degree from the Norwegian School of Management. Mr. Risberg is a citizen of Norway.

Anders Kapstad, Chief Financial Ofﬁcer, born 1964. Mr. Kapstad joined Norse Energy Corp in August 2005. Mr. Kapstad
holds a Bachelor of Science degree from the University of San Francisco and an MBA from SDA Bocconi in Milan, Italy.
Mr. Kapstad has 15 years of investment banking experience, holding positions within equity sales, portfolio management,
private banking and corporate ﬁnance. Mr. Kapstad is a Norwegian citizen and resides in Oslo, Norway.

Kjetil Solbrække. Chief Executive Ofﬁcer Norse Energy do Brasil S.A., born 1962. In 1989 he completed his degree in
Economics at the University of Oslo. After graduation he worked for the Ministry of Petroleum and Energy in Norway for
six years. Mr. Solbrække joined Hydro in 1998, where he held many different positions including Chief Financial Ofﬁcer
and Senior Vice President of International Business Development. In 2005 Mr. Solbrække became the Country manager for
Hydro Brazil, responsible for establishing Hydro Oil and Energy within Brazil. On October 1st 2007, after the Statoil and
Hydro merger, Mr. Solbrække was appointed Senior Vice President for the South Atlantic Region, with responsibility for
Latin America and Africa in the Department of International Exploration and Production in the newly formed Norwegian
oil and gas giant StatoilHydro, based in Oslo. He joined Norse in early 2008 as Chief Executive Ofﬁcer. Mr. Solbrække is a
Norwegian citizen and resides in Rio de Janeiro, Brazil.

Mark A. Williams. Executive Vice President M&A and Finance in the United States, born 1955. Mr. Williams has
responsibilities of Business Development, Finance, Pipeline and Accounting, and he also holds several positions with the
subsidiaries as: President, Nornew Energy Supply, President, Drillco, Inc. and President, Mid-American Natural Resources.
Mr. Williams was recently promoted to his new corporate position to create a Business Development Division and develop
a new Merger and Acquisition Group. Mr. Williams has 28 years of experience in the oil and gas industry and is also on the
Board of Directors for the Pennsylvania Oil and Gas Association. Mr. Williams has extensive knowledge and experience in
natural gas drilling, production and marketing. He holds a Bachelor of Business Administration Degree from Youngstown
State University. Mr. Williams is a US citizen and resides in Pittsburgh, PA, USA.

Stuart Loewenstein, Executive Vice President of Exploration and Development in the United States, born 1960. In 1983
Mr. Loewenstein completed a Bachelors degree in geology from the State University of New York at Buffalo, and did graduate work in geology with a concentration in geophysics at the University of Buffalo from 1983 to 1985. Since that time, he
has worked as a geologist, geophysicist and manager in the oil and natural gas industry in the Appalachian Basin, including
President of Quest Energy which he founded in 1997 and was co-owner until its sale in 2006. Mr. Loewenstein has coauthored numerous professional papers on geology and exploration methods in the Appalachian Basin. Mr. Loewenstein is
a member of the American Association of Petroleum Geologists and the Society of Exploration Geophysicists and has served
on the Board of Directors of the Independent Oil and Gas Association of New York. He joined Norse Energy in early 2006.
Mr. Loewenstein is a US citizen and resides in Buffalo, New York State, USA.

Steve Novakowski, Executive Vice President of Engineering in the United States, born 1959. Mr. Novakowski began his career in the energy industry in 1981 as a petroleum engineer for Halliburton working primarily in the northern Appalachian
Basin of the U.S. where he gained technical proﬁciency in the areas of cementing, completion and stimulation of oil and
gas wells. From 1988 to 1990, he was a drilling and production engineer for a mid-sized independent producer and became
manager of the northeastern operations for that company in 1990, being directly responsible for 1100 Appalachian Basin
oil and gas wells and a staff of 35 employees. In 1994, he became an independent drilling, production and completions
consultant with continuing Appalachian emphasis until joining Nornew full time as staff engineer in 2001. Mr. Novakowski holds a Bachelor of Science degree in Petroleum and Natural Gas Engineering from Pennsylvania State University. Mr.
Novakowski is a US citizen and resides in North East, Pennsylvania, USA.
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Consolidated Income Statements
(Amounts in USD 1,000, except share information)
Years ended December 31,
Revenues
Other Income
Total Revenues and Other Income

Note

2008
300,949
33,559
334,508

2007
214,867
-156
214,711

2006
186,664
186,664

-206,500
-27,949
-27,225
-16,719
-25,911
-31,605
-335,909

-141,588
-25,802
-2,629
-28,901
-26,159
-17,870
-242,949

-135,329
-20,550
-1,660
-15,124
-13,261
-185,924

4

-1,401

-28,327

740

4, 10
4, 10
4, 10
3, 10

5,190
-28,961
5,828
7,714
-10,229

4,002
-20,064
4,146
3,711
-8,205

2,646
-11,136
1,354
-6,801
-13,937

-11,630
1,090

-36,442
7,737

-13,197
876

-10,540
-

-28,705
-

-12,321
-56

3, 4, 10

Expenses
Trading purchase of natural gas
Production costs
Exploration and dry hole cost
Depreciation
Impairment
General and administrative expenses
Total operating expenses

4
4
4, 8, 9
8, 9
5

Operating proﬁt / (-) loss
Interest income
Interest expense
Net foreign exchange gain / (-) loss
Other ﬁnancial items
Net ﬁnancial items
Net proﬁt / (-) loss for the year before tax and minority interests
Income tax expense

4, 6

Net proﬁt / (-) loss for the year before minority interests
Minority interest
Net proﬁt / (-) loss for the year

4

-10,540

-28,705

-12,377

Earnings / (-) loss per share
Net proﬁt / (-) loss for the year before tax
and minority interests
Net proﬁt / (-) loss for the year
Diluted earnings per shares

7
7
7

-0.03
-0.03
-0.03

-0.10
-0.08
-0.08

-0.04
-0.04
-0.04

The Board of Directors
Lysaker, April 20, 2009
Norse Energy Corp. ASA

Petter Mannsverk Andresen
Chairman of the Board

Bjarte Bruheim
Director

Kathleen Arthur
Director

Jon-Aksel Torgersen
Director

Lise Heien Langaard
Director

Øivind Risberg
Chief Executive Ofﬁcer
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Consolidated Balance Sheet
(Amounts in USD 1,000)
As of December 31,

Note

ASSETS
Non-current assets
Intangible assets
Licence interests and exploration assets
Goodwill and other intangible assets
Deferred tax asset
Total intangible assets
Properties and ﬁeld investments
Field investment and equipment
Other ﬁxed assets
Total properties and ﬁeld investments
Investment in equity accounted investees
Other non-current assets
Total non-current assets
Current assets
Inventory
Accounts receivable and other short-term assets
Cash and cash equivalents
Assets held for sale
Total current assets
TOTAL ASSETS
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2008

2007

8
9
6

132,386
5,755
10,105
148,246

119,117
5,790
124,907

8
8

150,218
6,252
156,470

159,160
4,459
163,619

3
10

1,852
11,911
318,479

1,734
18,446
308,706

12
10
10, 13
2

290
47,102
32,207
79,599
398,078

3,051
43,523
43,747
36,568
126,889
435,595

4
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Consolidated Balance Sheet
(Amounts in USD 1,000)
As of December 31,

Note

EQUITY AND LIABILITIES
Equity
Issued capital
Share premium
Treasury shares
Other paid-in capital
Total paid-in equity
Other equity
Total equity

2008

2007

43,614
261
-14
76,983
43,861
-53,095
67,749

43,526
76,983
-14
120,495
-37,072
83,423

10, 15
6
16
10

145,360
11,788
4,874
20,681
182,703

194,660
14,460
12,632
29,529
251,281

16
10
15
6, 10
2

10,950
26,563
84,007
26,106
147,626
398,078

48,610
48,765
1,920
1,596
100,891
435,595

14

Long-term liabilities
Long-term interest bearing debt
Deferred tax liability
Asset retirement obligations
Other long-term liabilities
Total long-term liabilities
Current liabilities
Asset retirement obligation
Accounts payable
Short-term interest bearing debt
Other current liabilities
Liabilities associated with Assets held for sale
Total current liabilities
TOTAL EQUITY AND LIABILITIES

4
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Consolidated Statement of Changes in Equity
(Amounts in USD 1,000)

At 1 January, 2007
Cash ﬂow hedges amount recognized
in income
Cash ﬂow hedges amount recognized
in equity
Employee share options
Currency translation and other adjustments
Net proﬁt/(loss) for the year
Total income and expense for the year
At December 31, 2007
At 1 January, 2008
Share premium reserve reduction
(not formally registered)
Share issue
Cash ﬂow hedges amount recognized
in income
Cash ﬂow hedges amount recognized
in equity
Employee share options
Currency translation and other adjustments
Net proﬁt/(loss) for the year
Total income and expense for the year
At December 31, 2008
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Note

Nominal
Share
share premium
capital
reserve
43,526
76,983

Treasury
shares
-14

Other Retained
paid in earnings
capital
- -16,858

Other
Equity

Total

1,578

105,215

10

-

-

-

-

-

-564

-564

10
5, 11

-

-

-

-

-

-749
768

-749
768

43,526

76,983

-14

-

-41
-28,705
-28,746
-45,604

7,499
6,954
8,532

7,458
-28,705
-21,792
83,423

43,526

76,983

-14

-

-45,604

8,532

83,423

14
14

88

-76,983
261

-

76,983
-

-

-

349

10

-

-

-

-

-

26

26

10
5, 11

-

-

-

-

-

580

580

43,614

261

-14

76,983

-10,540
-10,540
-56,144

-6,089
-5,483
3,049

-6,089
-10,540
-16,023
67,749

4

4
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Consolidated Statement of Cash Flow
(Amounts in USD 1,000)
Years ended December 31,
Cash ﬂows from operating activities
Net proﬁt / (-) loss
Adjustments to reconcile net proﬁt / (-) loss to
cash ﬂows from operating activities
Depreciation
Impairment and non-cash items of dry-hole & exploration
Market adjustments, warrants, options and shares
Other non-cash items
(Gain)/Loss on sale of property, plant & equipment
Interest income
Interest expense
Share of net loss/(gain) of associate
Working capital adjustment:
Change in accounts receivable and other short-term assets
Change in accounts payable
Change in other assets and liabilities
Net cash ﬂows from operating activities
Cash ﬂows from investing activities
Investments net of cash, in acquired business
Proceeds from sale of acquired assets
Investment in shares
Acquisition of oil put options
Interest received
Investment in property, plant and equipment
Investment in other assets
Net cash ﬂows from investing activities

Note

2008

2007

4

-10,540

-28,705

8, 9
8, 9
10

16,719
16,600
-27,158
41,176
-27,981
-5,190
28,934
58

28,901
26,159
-2,516
-12,709
-1,470
-4,002
20,064
423

-6,621
-22,047
1,974
5,924

-22,525
3,542
-4,349
2,813

66,652
-446
9,023
-71,969
-2,313
947

-5,087
4,000
3,515
-59,214
-56,786

349
50,796
42,061
-22,697
-101,969
14,853
-16,606

112,335
-17,890
-59,964
34,481

-1,804
-11,539
43,747
32,207

7,499
-11,993
55,740
43,747

2
10
10
3

10
10

2

8

Cash ﬂows from ﬁnancing activities
Net proceeds from issuance of shares
Proceeds from issuance of long-term debt
Proceeds from issuance of short term debt
Interest paid
Repayment of debt
Proceed from settlement of derivatives
Net cash ﬂows from ﬁnancing activities

14
15
15
15
10

Effect of foreign currency translation adjustment on cash balances
Change in cash and cash equivalents during the period
Cash and cash equivalents at beginning of the period
Cash and cash equivalents at the end of period
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Signiﬁcant accounting principles
Corporate information
.ORSE %NERGY #ORP !3! AND ITS SUBSIDIARIES h.ORSE %NERGYv hTHE COMPANYv OR hTHE 'ROUPv WAS ESTABLISHED AS A RESULT OF THE
merger between NaturGass (USA) AS (NG) and Northern Oil ASA (NOI) in 2005. The transaction was effective for accounting
purposes, February 25, 2005.
Norse Energy is an independent oil and natural gas company engaged in the acquisition, exploration and development of oil and
natural gas properties in Brazil and in the US. In the US, the company operates the majority of its natural gas properties, and in
addition owns and operates gathering and transmission pipeline systems for natural gas and is engaged in marketing of natural gas
through its Energy Marketing division.
The company is the 100% owner (direct and indirect) of all active companies in Brazil and the US, see note 22 for information on
Company Structure.
The company’s shares are traded on the Oslo Stock Exchange under the ticker symbol NEC.
Statement of compliance and Basis of preparation
The consolidated ﬁnancial statements for the year ended December 31, 2008 were authorized for issue and signed by the Board of
Directors on April 20, 2009. The consolidated ﬁnancial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) and related interpretations, as well as additional disclosure requirements from the Norwegian Accounting
Act and Oslo Stock exchange regulations, effective for the year ended December 31, 2008.
In preparing the consolidated ﬁnancial statements for the current year, the company has adopted the following amendments to IFRS
and new standards:
s IFRS 8, Operating Segments
s IFRIC 11, Group and Treasury Share Transactions (effective January 1, 2008)
s IFRIC 12, Service Concession Arrangements (effective January 1, 2008)
s IFRIC 14, IAS 19 – The Limit on a Deﬁned Beneﬁt Asset, Minimum Funding Requirements (effective January 1, 2008)
Basis of consolidation
The consolidated accounts comprise the parent company Norse Energy Corp. ASA and its subsidiaries in Canada, Brazil and the US.
The group presents its ﬁnancial statements in USD. This is also the functional currency for all subsidiaries except for Rio das Contas
that has Brazilian Real as the functional currency. Consistent accounting policies are applied in the accounts of the companies
and their respective subsidiaries, for the purpose of preparing the consolidated ﬁgures. All signiﬁcant inter-company transactions,
receivables and liabilities are eliminated.
The purchase method of accounting is applied when accounting for business combinations. The cost of the acquisition is measured as
the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued
by the acquirer, in exchange for control of the acquirer plus any cost directly attributable to the business combination.
If the initial accounting for a business combination cannot be determined by the end of the period in which the combination
is effected because the fair values to be assigned to assets and liabilities or the cost of the combination can be determined only
provisionally, the provisional values are used. However, these provisional values may be adjusted within 12 months from the date
of the combination.
Balance sheet classiﬁcation
Assets and liabilities with a settlement date more than one year from the balance sheet date are classiﬁed as non-current items in the
balance sheet. Other assets and liabilities are classiﬁed as current items.
Foreign currency translation
Functional currency is the currency of the primary economic environment in which each company operates and is normally the
currency in which the company primarily generates revenues and incurs expenses.
In individual companies, transactions in foreign currencies are initially recorded in the functional currency by applying the rate of
exchange prevailing at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into
the functional currency at the rate of exchange prevailing at the balance sheet date. Any resulting exchange differences are included
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in the income statement. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are
translated into the functional currency using the rates of exchange as at the dates of the initial transactions.
In the consolidated ﬁnancial statements, the assets and liabilities of non-USD functional currency subsidiaries, including related
goodwill, are translated into USD at the rate of exchange ruling at the balance sheet date. The results and cash ﬂows of non-USD
functional currency subsidiaries are translated into USD using applicable average rates as an approximation for the exchange rates
prevailing at the dates of the transactions. Foreign exchange adjustments arising when the opening net assets and the proﬁts for the
year retained by non-USD functional currency subsidiaries are translated into USD are taken to a separate component of equity.
The foreign exchange rates applied for 2008 were;

Norwegian kroner
Brazilian Real

Average rate
5,6361
1,8375

2008
Reporting date rate
6,9989
2,3370

Average rate
5,8600
1,9483

2007
Reporting date rate
5,4110
1,7713

Interests in associates
An associate is an entity over which the company has signiﬁcant inﬂuence and that is neither a subsidiary nor an interest in a joint
venture. Signiﬁcant inﬂuence is the power to participate in the ﬁnancial and operating policy decisions of the investee but is not control
or joint control over those policies. Signiﬁcant inﬂuence is presumed to exist when the company holds an interest between 20% and
50% in another entity. However, signiﬁcant inﬂuence can also exist when the company has an ownership interest less than 20% if
factors such as representation on the board of directors or inﬂuence of the day-to-day decision-making in the other entity are present.
Associates are accounted for using the equity method and are initially recognized at cost. The company’s investment includes goodwill
identiﬁed on acquisition, net of any accumulated impairment losses. The consolidated ﬁnancial statements includes the company’s share
of the income and expenses and equity movements of the investee, after adjustments to align the accounting principles of the investee
to those of Norse Energy, from the date that signiﬁcant inﬂuence commences until the date such inﬂuence ceases. When the company’s
share of losses exceeds the interest in the investee, the carrying amount of the interest is reduced to zero and further losses are only
recognized to the extent that the company has an obligation or has made payments on behalf of the investee.
Where a group entity transacts with an associate of the company, proﬁts and losses are eliminated to the extent of the company’s interest
in the relevant associate.
Interests in jointly controlled assets and joint venture entities
Certain of the group´s activities are conducted through joint ventures where the venturers have a direct interest in and jointly control
the assets of the venture. The income, expenses, assets and liabilities of these jointly controlled asets are included in the consolidated
ﬁnancial statements in proportion to the group´s interest.
Revenue recognition
Sale of petroleum products
3ALES OF PETROLEUM PRODUCTS ARE RECOGNIZED AS INCOME USING THE hENTITLEMENT METHODv 5NDER THIS METHOD REVENUE IS RECORDED
on the basis of the company’s proportionate share of total gas sold from the affected wells. A liability is recorded for the share of the
production owned by any partners or royalty owners in the property. Revenue from ﬁelds in production is recorded net of royalties.
Gathering and transmission revenue
Revenues from the transportation of natural gas are recognized based on volumes delivered in accordance with contractual terms.
Revenues from excess retained fuel is a component of the company´s tariff structure and is included within other income (refer to
note 4).
Energy Marketing Revenue - Trading
Revenues for the energy marketing are recognized in the period in which the commodity is delivered to customers. Sales revenues and
purchases related to the Energy Marketing division are recorded gross, as the entity takes title to the gas it buys and bears the risks
associated with the trading cycle such as marketing risk and credit risk.
Income tax
Income tax expense represents the sum of the tax currently payable and deferred tax.
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Current tax
The tax currently payable is based on taxable proﬁt for the year.
Deferred tax
Deferred tax is recognized on differences between the carrying amounts of assets and liabilities in the ﬁnancial statements and the
corresponding tax base used in the computation of taxable proﬁt, and is accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognized for all taxable temporary differences, and deferred tax assets are generally recognized
for all deductible temporary differences to the extent that it is probable that taxable proﬁts will be available against which those
deductible temporary differences can be utilized. Such assets and liabilities are not recognized if the temporary difference arises from
goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that
affects neither the taxable proﬁt nor the accounting proﬁt.
Deferred tax liabilities are recognized for taxable temporary differences associated with investments in subsidiaries and associates,
and interests in jointly controlled assets and joint ventures, except where the group is able to control the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from
deductible temporary differences associated with such investments and interests are only recognized to the extent that it is probable
that there will be sufﬁcient taxable proﬁts against which to utilize the beneﬁts of the temporary differences and they are expected to
reverse in the foreseeable future.
Current and deferred tax for the period
Current and deferred tax are recognized as expense or income in the income statement, except when they relate to items recognized
directly to equity, in which case the tax is also recognized directly in equity, or where they arise from the initial accounting for
a business combination. In the case of a business combination, the tax effect is taken into account in calculating goodwill or
determining the excess of Norse Energy’s interest in the net fair value of the acquiree’s identiﬁable assets, liabilities and contingent
liabilities over cost.
Earnings per share
Earnings per share is calculated using earnings for the period divided by the weighted average number of shares outstanding during
the period. When calculating the diluted earnings per share, the earnings that is due to the ordinary shareholders of the parent and the
weighted average number of ordinary shares outstanding are adjusted for the dilution effects relating to warrants and employee share
options.
Non-current assets held for sale
Non-current assets and disposal groups classiﬁed as held for sale are measured at the lower of carrying amount and fair value less costs
to sell.
Non-current assets and disposal groups are classiﬁed as held for sale if their carrying amounts will be recovered through a sale transaction rather than through continued use. This condition is regarded as met only when the sale is highly probable and the asset or
disposal group is available for immediate sale in its present condition. The company’s management must be committed to the sale,
and the sale should be expected to qualify for recognition as a completed sale within one year from the date of classiﬁcation.
Once property, plant and equipment and intangible assets are classiﬁed as held for sale, no further depreciation will take place.
Goodwill
Excess value on the purchase of operations that cannot be allocated to identiﬁable assets or liabilities on the acquisition date is
classiﬁed in the balance sheet as goodwill.
The goodwill acquired in a business combination is measured after initial recognition at cost less any accumulated impairment losses.
The goodwill is tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be
impaired.
Property, plant, equipment and intangible assets
Licenses & exploration assets and property, plant and equipment are recorded in the balance sheet at their historical cost less accumulated depreciation and any impairment charges.
The company accounts for its natural gas exploration, development and production activities under the successful efforts method
of accounting. Under this method, costs of acquiring properties, costs of drilling development wells, and costs of drilling successful
exploratory wells are capitalized. Costs without any identiﬁable future beneﬁt are expensed, like geological and geophysical costs, and
the costs of drilling exploratory wells that do not ﬁnd proved reserves are expensed. Costs for future abandonment of the offshore and
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onshore facilities are capitalized as part of the investment, and accrued as a liability. Interest costs related to ﬁnancing for ﬁelds under
development are being capitalized.
Capitalized costs and production equipment are depreciated under the unit-of-production method based on estimated proven developed oil and natural gas reserves, while depreciation of licenses & exploration assets are based on proven developed and undeveloped
reserves. The depreciation base includes total capitalized costs and it is reduced with salvage value.
In classifying costs, a distinction is made between tangible and intangible assets. This assessment is made on a ﬁeld-by-ﬁeld basis.
Costs relating to drilling exploratory wells and costs relating to acquisition of exploration licenses are initially classiﬁed as intangible
assets. Such assets will be re-classiﬁed to tangible assets when the technical feasibility and commercial viability of extracting the
resources are demonstrable.
Depreciation for the natural gas gathering systems and transmission lines, and the depreciation of furniture ﬁxtures and equipment
are computed using the straight-line method over useful life.
Expenditure on major maintenance, reﬁts or repairs comprices the cost of replacement assets or parts of assets, inspection costs and
overhaul costs. Where an assets or part of an asset that was separately depreciated is replaced and it is probable that future economic
beneﬁts associated with the item will ﬂow to the group, the expenditure is capitalized. Inspection costs associated with major maintenance programmes are capitalized and amortized over the period to the next inspection. Overhaul costs for major maintenance
programmes are expensed as incurred. All other maintenance costs are expensed as incurred.
Impairment of long-lived assets
An assessment of impairment losses on long-lived assets is made when there is an indication of a reduction in value. If an asset’s carrying
amount is higher than the asset’s recoverable amount, an impairment loss will be recognized in the income statement. In the case of a
write-down, the fair value will be set at the highest of market value and value in use. If no market value is available, the fair value is set
at the net discounted future cash ﬂows. For the oil and gas ﬁelds, capitalized costs less accumulated depreciation are compared with the
estimated discounted value of the cash ﬂows from the ﬁelds, based on management’s expectations of future reserves as well as economic
and operating conditions. If the discounted value of the ﬁeld is lower than the book value, the ﬁeld is written down to its fair value.
Intangible assets like capitalized exploration costs and license acquisition costs are subject to management review at least quarterly to
conﬁrm that the carrying amount does not exceed the recoverable amount. The evaluation includes technical, comercial and management reviews and the assessment of whether plans for future drilling in the license exists or whether a development decision is planned
in the near future. When this is no longer the case, the costs are written of.
Leasing
The group is leasing assets in the exploration and production phase which most of the risk and return associated with the ownership of the assets have not been transferred to the Group. The leases are classiﬁed as operating leases. Lease payments are classiﬁed as
operating costs and recognised in the income statement in a straight line during the contract period.
Derivatives and hedge accounting
Derivatives are recorded in the balance sheet at their fair value as either assets or liabilities. Typical derivatives for the company include
forward sales of natural gas, oil put options and currency swaps. Adjustments in the fair value of the derivatives are reﬂected in the
current period’s proﬁt and loss, unless the contract qualiﬁes for cash ﬂow hedge accounting.
Norse Energy’s criteria for classifying a derivative as a cash-ﬂow hedge are as follows: (1) The hedge is expected to be effective in that
it counteracts changes in the fair value of an identiﬁed asset or cash ﬂows from forthcoming transactions – a hedging efﬁciency within
the range of 80–125% is expected, (2) the effectiveness of the hedge can be reliably measured, (3) there is adequate documentation
when the hedge is entered into that the hedge is effective, (4) for cash-ﬂow hedges, the forthcoming transaction must be probable, and
(5) the hedge is evaluated regularly and has proven to be effective.
Changes in the fair value of a hedging instrument that meet the criteria for cash ﬂow hedge accounting are taken directly to equity.
The ineffective part of the hedging instrument is recognized directly in the income statement.
If the hedge of a cash ﬂow results in an asset or liability being recognized, all former gains and losses recognized directly in equity are
transferred from equity and included in the initial measurement of the asset or liability. For other cash-ﬂow hedges, gains and losses
recognized directly in equity are taken to the income statement in the same period as the cash ﬂow which comprises the hedged object
is recognized in the income statement.
If the hedge no longer meets the criteria for cash-ﬂow hedge accounting, the hedge accounting is discontinued. The cumulative gain or
loss on the hedging instrument recognized directly in equity remains separately recognized in equity until the forecast transaction occurs.
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If the hedged transaction is no longer expected to occur, any previously accumulated gain or loss on the hedging instrument that has
been recognized directly in equity will be recognized in proﬁt or loss.
Share options granted to employees
Norse Energy has an equity-settled stock option program.The cost of equity-settled transactions with employees is measured by reference
to the fair value at the date at which they are granted. The cost of equity-settled transactions is recognized, together with a corresponding
increase in equity, over the period in which the performance conditions are fulﬁlled, ending on the date on which the relevant employees
become fully entitled to the award (vesting date).
Pension expenses
Norse Energy has no pension liabilities or pension plans for foreign subsidiaries. All employees in Norway are organized under a
deﬁned contribution plan, in which pension fund contributions are charged to proﬁt upon payment.
Inventory
Inventory consists of crude oil and are valued at lower of production cost and net realizable value. Production cost consists of cost of
direct material, labor and a proportion of corporate overhead cost. Net realizable value is the estimated selling price in the ordinary
course of business, less estimated selling expenses.
Cash and cash equivalents
Cash and cash equivalents consist of cash, demand deposits and highly liquid ﬁnancial instruments with an original maturity of three
months or less after the purchase date.
Receivables
Receivables are measured at amortized cost using the effective interest method, less any impairment. Interest income is recognized by
applying the effective interest rate, except for short term receivables when the recognition of receivables would be immaterial.
Equity
Treasury shares
The par value of treasury shares is presented in the balance sheet as a negative equity element. The purchase price in excess of the par
value is recognized in other equity. Losses or gains on transactions involving Norse Energy’s shares are not recognized in the income
statement.
Costs of equity transactions
Transaction costs relating to an equity transaction are recognized directly in equity after deducting tax expenses. Only transaction
costs directly linked to the equity transaction are recognized directly in equity.
Cash-ﬂow hedges
Cash-ﬂow hedges represent the total net change in the fair value of the cash-ﬂow hedge until the hedged cash ﬂow arises or is no
longer expected to arise.
Loans
Loans are recognized at the amount received, net of transaction costs. The loans are thereafter recognized at amortized costs using the
effective interest rate method, with the difference between the net amount received and the redemption value being recognized in the
income statement over the term of the loan.
The company has bond loans with detachable warrants that are denominated in USD. As the warrants are settled in NOK. The IFRS
deﬁnition of an equity instrument is not met, and these warrants have been classiﬁed as a liability. The warrants are adjusted to fair
value at each reporting date with a corresponding charge to the income statement.
An exchange of bonds with substantially different terms or a substantial modiﬁcation of terms is accounted for as an extinguishment of the original ﬁnancial liability and recognition of the new ﬁnancial liability. Change of currency in the bonds is considered a
substantial modiﬁcation.
Asset retirement obligation
Net present value of the estimated asset retirement obligation is recognized as soon as the obligation to dismantle and remove production assets, pipelines and other installations exists. The corresponding cost of the retirement obligation is capitalized as part of the
development cost or acquisition cost and depreciated. The asset retirement obligation is accreted to the discounted liability, with the
accretion of the discount being classiﬁed as interest expense.
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Provisions
Provisions are recognized when the company has a valid liability (legal or estimated) as a result of events that have taken place and it can
be proven probable (more probable than not) that a ﬁnancial settlement will take place as a result of this liability, and that the size of
the amount can be measured reliably. Provisions are reviewed on each balance sheet date and their level reﬂects the best estimate of the
liability. When the effect of time is insigniﬁcant, the provisions will be equal to the size of the expense necessary to be free of the liability.
When the effect of time is signiﬁcant, the provisions will be the present value of future payments to cover the liability. Any increase in the
provisions due to time is presented as interest costs. The present obligation under onerous contracts are recognized as provisions.
IFRS and IFRIC Interpretations Not Yet Effective
As of the date of authorization of these ﬁnancial statements, the standards and interpretations detailed below are anticipated to be
relevant to Norse Energy’s ﬁnancial reporting under IFRS.
s
s
s
s
s
s
s
s
s
s
s
s

Amendment to IFRS 2, Share-Based Payment: Vesting Conditions and Cancellations (effective January 1, 2009)
Amendment to IFRS 3, Business Combinations (effective July 1, 2009)
Amendment to IAS 1, Presentation of Financial Statements: A Revised Presentation (effective January 1, 2009)
Amendment to IAS 23, Borrowing Costs (effective January 1, 2009)
Amendment to IAS 27, Consolidated and Separate Financial Statements (effective January 1, 2010)
Amendments to IAS 32, Financial Instruments: Presentation and IAS 1, Presentation of Financial Statements – Puttable Financial
Instruments and Obligations Arising on Liquidation (both effective January 1, 2009)
Amendments to IAS 39 Financial Instruments: Measurement and Recognition – Eligible hedged items.
IFRIC 16 Hedges of a Net Investment in a Foreign Operation
IFRS 1 and amendment to IAS 27, Cost of an investment in a subsidiary, jointly controlled entity or associate (effective date
Janyary 1, 2009
IAS 39 and IFRS 7 amendment, Reclassiﬁcation of ﬁnancial assets (effective for accounting periods commencing on July 1, 2008)
IFRS 7, Improving disclosures about ﬁnancial instruments (effective date January 1, 2009)
IFRIC 9 and IAS 39 amendment, Embedded derivatives (effective date June 30, 2009)

The effective dates listed above are applicable to accounting periods beginning on or after that speciﬁc date. The company plans to
adopt the new standards and interpretations from each of the effective dates.
The company expects that adoption of the pronouncements listed above will not have any major impact on the company’s ﬁnancial
statements in the period of initial application. However, such impacts are still being evaluated.
Operating segments
The Group has adopted IFRS 8 Operating Segments in advance of its effective date, with effect from 1 January 2008 (and restated
 lGURES ACCORDINGLY  )&23  DElNES OPERATING SEGMENTS AS hCOMPONENTS OF AN ENTITY ABOUT WHICH SEPARATE lNANCIAL INFORMATION
is available and that is evaluated regularly by the chief operating decision maker in deciding how to allocate resources and in assessing
PERFORMANCEv 4HE 'ROUP DESCRIBES THE NATURE OF THE IDENTIlED SEGMENTS AND DISCLOSES lNANCIAL INFORMATION RELATED TO THESE IN A
separate disclosure note. To the extent that the operating segments are not identiﬁed based on the differences in related products and
services or differences in geographical area of operations, additional information is disclosed.
Implementing IFRS 8 has not lead to any signiﬁcant change in the reportable segments although the terms primary and secondary
reporting format no longer are in use.
Use of estimates and judgment
Preparation of the ﬁnancial statements requires Norse Energy to make estimates and apply critical judgment that affects the reported
amounts of assets, liabilities, revenue and expenses, as well as disclosures of contingencies.
The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet date, 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.
Exploration and leasehold costs
Norse Energy Corp capitalizes the costs of drilling exploratory wells and leasehold costs pending determination whether the wells have
found proved oil and gas reserves. Judgments on whether these expenditures should remain capitalized or charged to proﬁt due to impairment in the period may materially impact the operating income for the period. The carrying amounts for licenses and exploration
costs were USD 132 million and USD 119 million in 2008 and 2007, respectively.
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Price of oil and natural gas
The company’s sales of crude oil and natural gas are subject to price ﬂuctuations. Any substantial fall in the price of oil and natural gas
might have material effect on the value of the oil and natural gas ﬁelds.
Reserves
The company uses reserve reports prepared by independent reservoir engineer ﬁrms (Gaffney Cline & Associates for reserves in Brazil
and Schlumberger Data & Consulting Services for reserves in the US) as basis for its investment plans in oil and gas properties. Such
reports are obtained at least annually to establish the expected production proﬁles for the ﬁelds in production and the expected economic lifetime of the ﬁelds. Any signiﬁcant reduction in reserves might lead to a write down of ﬁeld investments through impairment
tests, increased future depreciations and alterations of planned capital expenditures. The carrying amounts for ﬁeld investments were
USD 122 million and USD 139 million in 2008 and 2007, respectively.
Inventory
Estimated selling price is normally based on Brent Blend and the estimated selling expenses are based on average direct production costs
including royalties. The carrying amounts for inventory were USD 0.3 million and USD 3.1 million in 2008 and 2007, respectively.
Asset Retirement Obligation
When production from a well or a ﬁeld ceases, the company is obligated to shut in the well and remove installation from the well or
ﬁeld. Provisions for these costs are the best available estimates from the ﬁeld operator, based on today’s technology and today’s prices
for equipment and manpower. The amount recognized is the estimated expenditures determined in alignment with the ﬁeld operator,
local conditions and requirements. Asset retirement obligations were booked at USD 15.8 million and USD 12.6 million in 2008
and 2007, respectively.
Technical risk in development of Brazilian oil and gas ﬁelds and production start-up
The development of the Brazilian oil and gas ﬁelds in which Norse Energy has an ownership is associated with signiﬁcant technical risk
and uncertainty with regards to timing of production start. Risks include, but are not limited to, cost overruns, production disruptions as
well as delays compared to initial plans laid out by the operator. Some of the most important risk factors are related to the determination
of reserves, the recoverability of reserves, and the planning of a cost efﬁcient and suitable production method. There are also technical
risks present in the production phase that may cause cost overruns, failed investment, and destruction of wells and reservoirs.
Tax
Income tax expense and capitalized deferred tax is based on estimated future taxable proﬁts and is depending on changes in tax
legislation in Norway, Brazil and USA.
Financial Instruments
Valuation of unquoted ﬁnancial instruments recognized at fair value, is based on estimated future cash ﬂows and discounted
with interest rates prevailing December 31, 2008
Areas of critical judgment in applying accounting principles that have the most signiﬁcant effect on the amounts recognized
in the consolidated ﬁnancial statements is included in the following notes:
Note 6 – Income Tax
Note 8 – Exploration assets and Property Plant & Equipment
Note 9 – Goodwill and other intangible assets
Note 10 – Financial Instruments
Note 16 - Asset retirement obligation
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Disposal of assets
Sale of Medina Field Assets
On October 29, 2007, Norse Energy Corp. ASA accepted an offer to sell all of its Medina Field assets in New York and Pennsylvania. On
January 17, 2008, the company entered into a Purchase and Sale Agreement with EnerVest, Ltd. and certain of its afﬁliated parties to sell
these assets for a consideration of USD 66.7 million. The company closed this sale in March 2008 after the purchaser had performed a
due diligence. The effective date of the agreement was January 1, 2008, and the closing date of the agreement was March 14, 2008.
The gain on the disposal, which is included in revenues, was USD 28.0 million.
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Interest in joint ventures and associates
Brazil
Santos Basin
Norse Energy participates in multiple E&P Jointly Controlled Field Assets. The company’s entrance in Brazilian oil industry was
made by participating in three oil development and production licenses located in the Santos basin outside the southeast coast of
Brazil together with the partners Petrobras (Operator) and Queiroz Galvão. These licenses are for Coral, Estrela-do-Mar and Cavalo
Marinho. Per year-end Norse Energy owns a 35% interest in Coral, 65% in Estrela-do-Mar and 50% in Cavalo Marinho.
The Coral ﬁeld has been developed and in production since February 2003. The license partners have entered into joint venture
agreements in respect to the exploration and development of the Coral and Estrela-do-Mar ﬁelds, and another similar agreement for
the Cavalo Marinho ﬁeld.
The partners in the Coral ﬁeld have also entered into an oil sales agreement with Petrobras for the oil produced from the Coral ﬁeld
with price linked to Brent Blend. Norse Energy has only one market and one segment for its oil production activities; Brazil. In late
2008, the production from Coral was rapidly declining and was stopped before year-end.
In the ANP (Brazilian Petroleum Agency) 9th bidding round held in November 2007, the company was awarded three blocks in the
Santos basin; blocks S-M-1035, S-M-1036 and S-M-1100. Norse Energy is the operator of these blocks with an interest of 50%. The
contracts were signed in 2008.
Camamu-Almada Basin
Norse Energy’s asset portfolio in Brazil also includes three distinct Jointly Controller Field Assets in the Camamu-Almada offshore
basin, located on the northeastern coast of the country: BCAM-40 Block, Sardinha ﬁeld, as well as BM-CAL 5 and BM-CAL 6
exploration blocks.
The concession for BCAM-40, covering approximately 935 km2, was awarded to Petrobras in 1998. In 1999 Petrobras presented a
farm in opportunity for participation in the concession. As a result of that offering a Consortium Contract, a Participation Agreement
and a Joint Operating Agreement among Petrobras, Queiroz Galvão and Petroserv were executed in 2000. In 2006, Norse Energy
ﬁnalized the acquisition of Rio das Contas Petróleo Ltda from Petroserv, a company that participates in the consortium. Two important discoveries were made on this block: the Manati gas ﬁeld (which production commenced in 2007), currently the second biggest
unassociated gas ﬁeld in Brazil, and the BAS-131 oil and gas accumulation, which is under evaluation. Petrobras operates the exploration and the development and production activities in the block and holds 35% of the interests, while Queiroz Galvão (45%), Brasoil
do Brasil (10%) are the partners along with Rio das Contas who participates with 10%.
The Sardinha ﬁeld lies about 3 km from the coast line of Bahia State. It is a gas ﬁeld with an oil rim on the eastern side of the structure. The operator is El Paso Corporation (40%) and the partners are Petrobras (40%) and Norse Energy (20%). The consortium is
currently discussing the development plan of the ﬁeld.
Norse Energy is part of another Joint Operatin Agreement in the Camamu-Almada basin for the exploration blocks BM-CAL 5 and
BM-CAL 6. Both blocks comprise an area of 1,120 km². The partners in the Jointly Controlled Field Asset are; Petrobras (operator)
that holds 45% interest, Queiroz Galvão with 18.34%, El Paso with 18.33% and Norse Energy, through its subsidiary Rio das Contas
with 18.33%. The exploration blocks BM-CAL 5 and BM-CAL 6 were impaired and written of in 2008
Lastly, Norse Energy holds interests in a Jointly Controlled Field Assets related to the concession of the exploration blocks BTREC-22 and BT-REC-30. These blocks sum a total of 51 km² and are on the ﬁrst exploration period. The composition of the
consortium that holds the concession is: Starﬁsh Oil and Gas (operator with 40%), Norse Energy (30%) and Dove Energy (30%).
Development and production is in accordance with the joint operating agreements. The joint operating agreements correspond to
a widely adopted practice in the international oil industry, where companies endeavor to share the risks inherent in exploration and
production projects.
USA
In the US certain of the natural gas wells are in joint arrangements with other partners. The joint operating agreements correspond to
a widely adopted practice in the international oil industry, where companies endeavor to share the risks in exploration and production
projects.
Associates
In the US, the Company has interests in two companies that are treated as associates companies.
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Somerset Production LLP is a Delaware limited company engaged in the business of oil and gas exploration and production in the
Appalachian Basin. Although Norse Energy holds less than 20% of the common shares in Somerset and it has less than 20% of the
voting power in the shareholder’s meetings, the Company exercises signiﬁcant inﬂuence by virtue of a contractual right to appoint
one director to the Board of Directors in Somerset, as well as inﬂuence on day-to-day operations together with technical expertise
provided by Norse Energy.
Evergreen Investments LLC, an entity which sole purpose has been operating a rig, disposed of most of its assets to a new entity late
December 2008 – Drillco – that is 100% owned by Norse Energy. There are still some assets remaining in Evergreen. Norse Energy
is – together with the other owners – still considering whether the remaining assets shall be distributed to the owners and the entity
liquidated.
In accounting for the interest in associates, the company has made certain adjustments to the ﬁnancial statements provided from the
associates to align this to the accounting principles of Norse Energy. Most notably, adjustments have been made to apply the successful efforts method of accounting as opposed to the full cost method (Somerset only). A summary of the ﬁnancial ﬁgures (unadjusted)
from the Associates for 2008 is provided below.
(Amounts in USD 1,000)
Associate

;<A2 !

Norse
Energy
interest

Total
Assets

Total
Liabilities

Gross
revenue

Proﬁt
Norse Energy
after
share of
tax Operating proﬁt

Net book
value of
investment

Somerset

18.1%

20,454

2,529

245

-93

-17

1,565

Evergreen

33.33%

860

-

781

349

116

287

Operating segments
The Group has four reportable segments, which are the Groups strategic business units. The units offer different products and
are managed separately because they require different technological and different ﬁnancial and marketing strategy. The following
summary describes the operations in each of these segments:
s Exploration and Production of oil and natural gas in Brazil (Brazil E&P)
Norse Energy participates in a number of oil and natural gas exploration and production licenses located in the Santos basin outside
the south-east coast of Brazil and in the Camamu-Almada basin offshore Brazil in the state of Bahia. All revenues in this segment is
from sales to one customer, Petrobras.
s Exploration and Production of natural gas in the US (USA E&P)
The US E&P operates in two main areas, the Lake Shore ﬁeld of western New York and northwestern Pennsylvania (the Jamestown
area) and the Bradley Brook ﬁeld in central New York. The company operates ~400 wells and owns an interest in several non-operated
wells. The divisions land, geological and geophysical activities are located in Buffalo, NY.
s Gathering and Transmission of natural gas in the US (USA G&T)
The company owns and operates ~500 miles of gathering and transmission pipelines. One pipeline system consists of about 320 miles
of high pressure steel pipeline capable of gathering natural gas from over 6,500 gas wells located in western New York and northwestern Pennsylvania. The lines have delivery points into major interstate pipelines, as well as to local end users.
s Energy Marketing Division in the US (USA EM)
The EM division is made up of Mid American, an established energy marketing and trading company in the Appalachian region. The
focus of the EM division is to add value to the company’s business by attracting gas ﬂow to its proprietary pipelines and by optimizing the
value of the Norse Energy’s gas production and that of the other local Appalachian producers. The division offers a full range of services to
the natural gas producers, commercial and industrial consumers, and pipeline companies from the Ohio Valley to the East Coast of the US.
4HE REMAINING OF THE 'ROUPS ACTIVITIES AND INTERCOMPANY ELIMINATIONS ARE SHOWN IN THE hCORPORATE AND ELIMINATIONSv COLUMN 4HESE
activities mainly consist of corporate activities such as funding of Group activities, administration and Corporate functions. Transfer
prices between operating segments are on an arm’s length basis in a manner similar to transactions with third parties.
Information regarding the Group´s reportable segments is presented below. Amounts reported for the prior year have been restated to
conform to the requirements of IFRS 8.
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2008
Corporate
and
eliminations Consolidated

Brazil
E&P

USA
E&P

USA
G&T

USA
EM

73,551

12,887

3,540

216,549

-

306,527

Medina gain

-

27,981

-

-

-

27,981

Revenues – within the group

-

120

1,467

8,667

-10,254

-

Total revenue

73,551

40,988

5,007

225,216

-10,254

334,508

EBITDA

19,766

25,874

3,060

6,250

-13,721

41,229

Interest revenue

4,162

289

32

210

497

5,190

Interest expense

-15,804

-621

-653

-45

-11,838

-28,961

Foreign exchange gain/(loss)

-16,460

-

-

-

22,288

5,828

Depreciation,
amortization and impairment

-37,124

-4,106

-974

-34

-392

-42,630

-

-58

-

-

-

-58

10,674

-10,032

-620

-2,695

3,763

1,090

-

-

-58

570

7,260

7,772

-34,786

11,346

787

4,256

7,857

-10,540

Impairment and non-cash items
of dry-hole & exploration

-16,600

-

-

-

-

-16,600

Depreciation

-11,213

-4,012

-1,068

-34

-392

-16,719

-

-

-

-

8,096

8,096

228,940

98,037

19,825

45,044

4,379

396,227

-

1,852

-

-

-

1,852

Total Assets

228,940

99,890

19,825

45,044

4,379

398,078

Total liabilitites

215,412

71,183

16,650

32,087

-5,003

330,329

(Amounts in USD 1,000)
Revenues – external

Share of proﬁt
of an associate and/or joint ventures
Income tax
Other ﬁnancial items – gains/(losses)
Proﬁt after tax

Material non-cash items

Warrants effect

Assets
Investment
in associate and joint ventures
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2007
Corporate
and
eliminations Consolidated

Brazil
E&P

USA
E&P

USA
G&T

USA
EM

46,621

14,407

4,385

149,298

-

214,711

-

-

2,261

8,949

-11,210

-

Total revenue

46,621

14,407

6,646

158,247

-11,210

214,711

EBITDA

18,029

6,736

4,123

3,803

-5,869

26,823

Interest revenue

2,142

47

49

453

1,311

4,002

Interest expense

-6,326

-842

-690

-3

-12,203

-20,064

6,544

-

-

-

-2,398

4,146

-50,297

-3,391

-1,028

-45

-299

-55,060

-

-423

-

-

-

-423

9,153

-286

-286

-1,367

523

7,737

-

-

-

-

4,134

4,134

-20,755

1,841

2,168

2,841

-14,801

-28,705

Impairment Coral

-26,159

-

-

-

-

-26,159

Depreciation

-24,138

-3,391

-1,063

-45

-264

-28,901

-

-

-

-

-3,235

-3,235

271,783

74,471

23,553

38,446

25,608

433,861

-

1,734

-

-

-

1,734

Total Assets

271,783

76,205

23,553

38,446

25,608

435,595

Total liabilitites

207,050

68,397

21,106

23,140

32,479

352,172

(Amounts in USD 1,000)
Revenues – external
Revenues – within the group

Foreign exchange gain/(loss)
Depreciation,
amortization and impairment
Share of proﬁt
of an associate and/or joint ventures
Income tax
Other ﬁnancial items – gains/(losses)
Proﬁt after tax
from continuing operations

Material non-cash items

Warrant effect
Assets
Investment
in associate and joint ventures

Geographical segment
(Amounts in USD 1,000)

Revenues from external customers
Non-current assets

Brazil

North-America

Corporate
and eliminations

2008

2007

2008

2007

2008

2007

2008

2007

73,551

46,621

260,957

168,090

-

-

334,508

214,711

183,675

227,154

110,850

61,336

86

38

294,611

288,528

Non-current assets for this purpose consist of property, plant and equipment and intangible assets
(excl. Financial instruments, deferred tax assets and post-employment beneﬁt assets)
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(Amounts in USD 1,000)
Revenue from major products and services

2008

2007

213,706

148,398

Oil sales

36,141

27,895

Natural gas sales

47,877

33,274

3,225

5,300

27,981

-

5,578

-156

334,508

214,711

Natural gas trading

Gathering and transmission income
Medina gain
Mark-to -market adjustments and other income
Total

There are no differences in the nature of measurement methods used on segment level compared with the consolidated ﬁnancial
statements.
Inter-segment revenues are eliminated on consolidation. Deliveries between the segments are based on arm’s length principle i.e the
prices prevailing in transactions with external customers that are comparable to the intercompany transaction.
Segment operating proﬁt includes revenues and expenses from inter-segment transactions.
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General and administrative expenses
Employee beneﬁt expenses
General and administrative expenses include wages, employers’ contribution and other compensation as detailed below:
(Amounts in USD 1,000)
Wages and other compensations to employees

2008

2007

2006

Wages

9,519

6,135

4,309

Employer’s contribution

1,636

1,621

427

Other compensation

2,805

952

590

13,960

8,707

5,326

2008

2007

2006

5

5

3

USA

80

68

55

Brazil

25

21

19

1

1

1

111

95

78

Total

Number of employees
Norway

Canada
Total

Board of Directors statement on remuneration of executives
Statement for the current year (2009)
In accordance with the Norwegian Public Limited Liability Companies Act §6-16a, the Board of Directors must prepare a statement
on remuneration of executives.
The Board of Directors has appointed a Compensation Committee that determines the compensation structure and levels of the
company’s CEO. Remuneration for the CEO consists of both ﬁxed and variable elements. In addition to a ﬁxed salary, the CEO has
been granted stock options in the company. The CEO is also entitled to two years severance payment.
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Norse Energy has established a compensation program for the executive management that reﬂects the responsibility and duties as
management of an international oil and gas company, and at the same time contributes to added value for the company’s shareholders. The goal for the Board of Directors has been to establish a level of remuneration that is competitive both in domestic and
international terms to ensure that the company is an attractive employer that can obtain a qualiﬁed workforce.
Remuneration for the executive management consists of both ﬁxed and variable elements. The ﬁxed elements consist of salaries and
other beneﬁts (free phone, electronic communication, newspaper, car allowance etc), while the variable elements consist of performance based bonus arrangement and a stock option scheme that was approved by the Annual General Meeting (AGM) in 2006.
The annual bonus will be determined based on the achievement of certain pre-set targets.
The 2008 AGM approved a new stock option scheme for the company’s key employees and consultants with a limit of 8 million new
shares with par value NOK 0.88. The program corresponds with the share option program approved in 2006. The Board of Directors
is authorized to resolve the further details of the share option scheme.
The company has established a pension scheme for all employees in Norway that the executive management in Norway participates
in. There are no agreements in place for severance payment for executive management except for the CEO.
The remuneration of the company’s CEO and the executive management in the prior year (2008) was based on the same general
principles as disclosed above for the current year.
Management remuneration
Executive management is considered to consist of the CEO (who is also Head of US operations), CFO and Head of Brazil operations.
Executive management remuneration is summarized below:
(Amounts in USD 1,000)
Executive management remuneration 2008

Pension
Value of
costs options issued

Salary

Bonus

Beneﬁts

Øivind Risberg (CEO)

529

200

43

21

121

914

Anders Kapstad (CFO)

259

35

27

9

46

376

Kjetil Solbrække (Head of Brazil Operations)

325

-

-

-

-

325

Total Remuneration

1,113

235

70

30

167

1,615

Executive management remuneration 2007

Salary

Bonus

Beneﬁts

Pension
Value of
costs options issued

Total

Øivind Risberg (CEO)

520

-

17

-

324

861

Anders Kapstad (CFO)

239

99

-

22

81

440

José Almeida dos Santos (Director Brazil)

278

23

-

-

64

365

1,037

122

17

22

469

1,667

Total Remuneration

Total

The CEO and the Head of the Brazilian operations have agreements of two year’s salary in case of resignation. The CFO participates
in the general pension scheme established in the parent company (see details on pension plan below). The company also has an employee options program, refer to note 11 for details.
The company has a long term note receivable to the CEO of USD 50,000. The note has no stated maturity date, is due on demand
and bears an interest rate of Prime plus 0.5%.
The company has a long term note receivable to Kjetil Solbrække, Head of the Brazilian operations, of USD 856,000. The note
principal is due in March 2013 and carries an interest of 3%. In addition, Kjetil Solbrække has 700,000 synthetic options in the
subsidiary Norse Energy do Brasil.
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Remuneration of members of the Board and committees of the Board is summarized below:
(Amounts in USD 1,000)
Board of Directors

2008

Board fee
2007

2006

62

64

23

-

73

31

Joey S. Horn, Director

53

64

23

Lise Heien Langaard, Director

53

-

-

Jon-Axel Torgersen, Director

53

64

23

Bjarte Bruheim

-

-

-

Kathleen Arthur

-

-

-

221

265

100

Petter Mannsverk Andresen, Chairman
Axel C. Eitzen, former Chairman

Total

No loans have been given to, or guarantees given on the behalf of, any members of the Management Group, the Board or other
elected corporate bodies with the exception of the loans to the CEO and the Head of the Brazilian operations mentioned above.
Pension plan
Norse Energy does not have any pension plans in place for employees in Brazil and the US.
The parent company is required to have an occupational pension scheme in accordance with the Norwegian law on required occupaTIONAL PENSION h,OV OM OBLIGATORISK TJENESTEPENSJONv  4HE COMPANY ESTABLISHED A PENSION SCHEME IN  THAT MEETS THE REQUIREments of this law. In June 2007, the company changed the pension scheme to a deﬁned contribution scheme. Subsequent to this
change, no pension liability is recognized in the balance sheet. The total expense booked under the pension scheme was USD 67,000
and USD 30,000 for 2008 and 2007 respectively.
Auditor’s remuneration
Sales, administrative and general expenses also include audit costs, tax services and advisory services. The company’s General Meeting
adopted Deloitte as Group Auditors from the ﬁnancial year 2008. Thus the 2008 ﬁgures includes audit, tax and advisory services
from both Deloitte and the predecessor Group Auditor Ernst & Young as set out in the table below:
(Amounts in USD 1,000)
Expensed costs (excl. VAT)

2008

2007

2006

1,081

1,056

811

205

83

112

13

8

47

245

-

-

10

36

-

2

-

-

1,556

1,184

970

Ernst & Young
Statutory audit and audit related services
Tax services
Consulting, other services
Deloitte
Statutory audit and audit related services
Tax services
Consulting, other services
Total
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Income tax
(Amounts in USD 1,000)
Income tax expense for the year

2008

2007

2006

Tax Payable

-

-

-

Change in deferred tax

-

-

-

3,888

6,270

231

-14,562

-15,423

-1,734

-

732

157

9,584

-204

470

Tax Payable

-

888

-

Change in deferred tax

-

-

-

-1,090

-7,737

-876

Norway

Brazil

US

Total

29,754

1,970

14,623

46,347

Current Assets

-

-

-826

-826

Current Liabilities

-

-

1,527

1,527

-1,230

31,760

-25,615

4,915

-31

-17,774

3,460

-14,345

-28,493

-5,851

-4,956

-39,300

-

10,105

-11,787

-1,682

Norway

Brazil

US

Total

48,607

3,059

22,008

73,674

Current Assets

-

-

27

27

Current Liabilities

-

-3,727

804

-2,923

2,916

-12,969

-21,400

-31,453

-38

-504

568

26

-51,485

-

-2,326

-53,811

-

-14,141

-319

-14,460

Norway

Brazil
Tax Payable
Change in deferred tax
USA
Tax Payable
Change in deferred tax
Canada

Net income tax expense

Deferred tax
Below is a country-by-country deferred tax analysis.
December 31, 2008
Losses to carry forward

Non-Current Assets
Non-Current liabilities
Deferred tax assets not recognized
Net deferred tax assets/(liabilities)

December 31, 2007
Losses to carry forward

Non-Current Assets
Non-Current liabilities
Deferred tax assets not recognized
Net deferred tax assets/(liabilities)
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The net tax loss carry forwards in Norway have unlimited duration. These tax loss carry forwards are related to the parent company
Norse Energy Corp. ASA. The company is not recognizing any deferred tax asset due to uncertainty of whether any of the tax loss
carry forwards can be utilized.
The tax loss carry forwards in Brazil have unlimited duration, however the amount that can be off-set towards the taxable gain for
the year is limited to 30% of the tax gain for the year. This is causing the operations in Brazil to have payable taxes even though the
Brazilian companies have net tax loss carry forwards.
Tax losses to carry forward in the US have a limited duration of 20 years, and future utilization of the net operating loss carry forward
can be restricted as a result of changes in control. An allowance has been made in the US, as indicated in the table above, due to
the uncertainty of future utilization of these losses. The tax liability recognized relates to state taxes in individual subsidiaries, which
cannot be offset against tax assets in other subsidiaries.
Tax

2008

Proﬁt before tax

-11,630

Income tax at nominal income tax rate of 34%

-3,954

Non-deductable expenses

1,366

Non-taxable income

-1,043

Tax included in impairment of asset calculation

9,410

Use of previously unrecognised loss carried forward

-4,907

Tax expense impact of nominal tax rate other than 34%1

1,131

Tax losses for which no deferred tax asset was recognized

1,313

Other effects

2

-4,406

Income tax expense – charged to P/L

-1,090

1 Taxes with nominal tax rates other than 34% relates to corporate tax rate in Norway and federal taxes in the US with tax rate different from state taxes.
12 Amount by which non-monetary items assets reported at historical rates and re-converted to local currency at balance sheet rates (exceeds)/are lower than their tax base
equivalents reported in local currency.

Losses to carry forward

2008

2009

-

2010

-

2011

-

2012

-

2013

2,038

2014

419

2015

403

After 2015

34,634

No expiration date

112,059

Total tax loss carried forward

149,553
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Earnings per share and diluted earnings per share
Earnings per share
Earnings per share is calculated as the net proﬁt for the year divided by the weighted average number of shares outstanding.
(In USD)

2008

2007

2006

Net proﬁt

-10,540,000

-28,705,000

-12,377,000

Weighted average numbers of shares for the purpose of basic earnings per share

352,805,925

352,555,925

350,472,749

-0.03

-0.08

-0.04

352,805,925

352,555,925

350,472,749

-0.03

-0.08

-0.04

Earnings per share

Weighted average numbers of shares for the purpose of diluted earnings per share
Diluted earnings per share

Weighted average numbers of shares outstanding has been reduced with 108,605 treasury shares.
Diluted earnings per share
When calculating the diluted earnings per share, the weighted average number of shares outstanding is adjusted for all the dilution effects relating to the company’s employee stock options and warrants. As the warrants were out-of-the money compared to the average
stock price in 2008, the warrants were not considered to have a dilutive effect.
As of December 31, 2008, there are 9,940,000 stock options granted of which 5,840,000 have vested 500,000 are exercised and
100,000 are terminated. A total of 75 million warrants are outstanding at December 31, 2008. Since the company presented a net
loss for 2008, 2007 and 2006, the calculations of the diluted earnings per share will not take into account the effect of the employee
share options and warrants as these will give an anti-dilutive effect.
For details on the employee stock options, refer to note 11. For details on the bond loans with detachable warrants, refer to note 15.
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Exploration assets and property plant & equipment
(Amounts in USD 1,000)
Licenses and exploration assets

Fiscal year 2008
Acquisition
cost January 1, 2008

BMCAL
9th Bid5&6 Sardinha
Blocks

EstrelaCavalo BCAMDo-Mar Marinho
40

Other

Total
Brazil

Total

19,568

55,940

18,999

15,926

3,519

-

246

1,337

6,100

19,645

105

8,232

3,190

38,855

14,636

53,491

Reclassiﬁcation of assets

-

-

-

-

-

-

-

-

13,579

13,579

Foreign currency
translation

-

-

-9,400

-7,075

-

-

-

-16,475

-

-16,475

19,814

57,277

15,699

28,496

3,624

8,232

Accumulated Impairment/Exploration
costs charged to proﬁt

-

-

-8,229

-32,602

-

-

-3,862

-44,693

-

-44,693

Foreign currency
translation

-

-

3,261

4,106

-

-

-

7,368

-

7,368

19,814

57,277

10,731

-

3,624

8,232

81

99,759

-

-

-8,229

-32,602

-

-

-3,862

-44,693

Investments

Acquisition cost
December 31, 2008

Net book value
December 31, 2008

Current year impairment and exploration
cost previously capitalized charged to proﬁt
current year
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753 114,705

US

3,943 137,085

4,412 119,117

32,627 169,712

32,627 132,386

-

-44,693
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Fiscal year 2007
Acquisition
cost January 1, 2007

BMCAL
9th Bid5&6 Sardinha
Blocks

EstrelaCavalo BCAMDo-Mar Marinho
40

Total
Brazil

Other

Total

17,971

57,810

23,693

11,994

11,389

3,519

Transfer to ﬁeld investments and equipment

-

-

-23,693

-

-

-

-

-23,693

-

-23,693

Reversal of
abandonment costs

-

-5,807

-

-

-

-

-

-5,807

-

-5,807

382

463

-

2,636

2,655

-

-

6,136

2,603

8,739

-

-

-

-

-

-

-

-

-260

-260

1,215

3,474

-

938

977

-

67

6,671

-

6,671

-

-

-

3,431

905

-

-

4,336

-

4,336

19,568

55,940

-

18,999

15,926

3,519

-

-

-

-

-

-

19,568

55,940

-

18,999

15,926

3,519

-

-

-

-

-

-

Investments
Reclassiﬁed as
Assets held for sale
Capitalized
borrowing costs
Foreign currency
translation
Acquisition cost
December 31, 2007

Accumulated
Impairment
Net book value
December 31, 2007
Current year
impairment

686 127,062

US

753 114,705

-

2,069 129,131

4,412 119,117

-

753 114,705
-

-

-

4,412 119,117

-

-

-

Production assets
US Natural
gas properties

US
pipelines

Manati

Coral

Total

32,536

28,860

117,665

65,564

244,625

-

-

-

5,676

5,676

29,548

9,500

5,282

-

44,330

Transfers from Licenses

-

-

-

-

-

Reclassiﬁcation of assets

-14,532

-44

-

-

-14,576

Assets held for sale

-

-

-

-

-

Foreign currency translation

-

-

-28,031

-

-28,031

47,552

38,316

94,916

71,240

252,024

Fiscal year 2008
Acquisition cost January 1, 2008
Abandonment cost incurred
Investments

Acquisition cost December 31, 2008
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US Natural
gas properties

US
pipelines

Manati

Coral

Total

-7,075

-10,215

-17,211

-71,240

-105,741

Accumulated depreciation and
impairment associated with assets held for sale

-

-

-

-

-

Foreign currency translation

-

-

3,935

-

3,935

Net book value December 31, 2008

40,477

28,101

81,640

-

150,218

Depreciation and impairment 2008

-3,435

-1,125

-11,191

-5,676

-21,427

US Natural
gas properties

US
pipelines

Manati

Coral

Total

54,814

28,447

59,325

61,572

204,158

605

-

4,423

3,992

9,020

25,010

413

17,340

-

42,763

-

-

23,696

-

23,696

-47,893

-

-

-

-47,893

-

-

12,881

-

12,881

Acquisition cost December 31,2007

32,536

28,860

117,665

65,564

244,625

Accumulated depreciation and impairment

-15,242

-9,090

-6,090

-65,564

-95,986

11,602

-

-

-

11,602

-

-

-1,078

-

-1,078

Net book value December 31, 2007

28,896

19,770

110,496

-

159,160

Depreciation and impairment 2007

-3,090

-875

-6,090

-44,209

-54,264

Fiscal year 2008
Accumulated depreciation and impairment

Fiscal year 2007
Acquisition cost January 1, 2007
Abandonment cost incurred
Investments
Transfers from Licenses
Assets held for sale
Foreign currency translation impact on acquisition cost

Accumulated depreciation and
impairment associated with assets held for sale
Foreign currency translation on Depr. And amortization

Furniture ﬁxture
and Equipment

Fiscal year 2008
Acquisition cost January 1, 2008

5,257

Investments

2,995

Disposals

-

Foreign currency translation impact on acquisition cost

-57

Acquisition cost December 31,2008

8,195

Accumulated depreciation and impairment

-1,950

Accumulated depreciation and impairment associated with assets held for sale

-

Foreign currency translation on Depr. And amortization

7

Net book value December 31, 2008

6,252

Depreciation and Impairment 2008

-1,152
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Furniture ﬁxture
and Equipment

Fiscal year 2007
Acquisition cost January 1, 2007

3,726

Investments

1,531

Disposals

-

Foreign currency translation impact on acquisition cost

-

Acquisition cost December 31,2007

5,257

Accumulated depreciation and impairment

-798

Accumulated depreciation and impairment associated with assets held for sale

-

Foreign currency translation on Depr. And amortization

-

Net book value December 31, 2007

4,459

Depreciation and Impairment 2007

-308

No borrowing costs were capitalized during 2008. In 2007 borrowing costs of USD 6.6 million was capitalized.
Depreciation method/rates
Capitalized costs for ﬁeld investments and natural gas properties are depreciated in accordance with the unit-of-production method.
Depreciation for the gathering systems and the transmission lines are computed using the straight-line method over a period of
twenty and thirty-year useful life, respectively.
Other investments in equipment
Ofﬁce equipment
Computer equipment
Buildings

Straight-line depreciation
10.00–33.33%
20.00–33.33%
2.50–4.00%

Useful life
3–10 years
3–5 years
25–40 years

Impairment
The recoverability of amounts capitalized in connection with ﬁeld investments depends on the existence of viable reserves, the
company’s ability to ﬁnance the necessary investments and future cash ﬂows from production. Per year-end 2008, the company has
obtained annual reserve reports from Gaffney Cline & Associates for the Brazilian assets and from Schlumberger for the US assets.
Based on these reserve reports, as well as the progress on the exploration efforts in ﬁelds where the certifying agents have not currently
certiﬁed reserves, the company has carried out an impairment assessment in line with prior year’s methodology.
When estimating the net present value, the company has utilized a discount rate of 12.75%. This is a pre-tax discount rate and is calculated based on the company’s pre-tax weighted average cost of capital (WACC). In Brazil, utilized oil prices are based on a forward
curve for Brent blend and were derived from the independent third party certifying agent, yielding USD 55.55/BOE in 2009, USD
65.30/BOE in 2010, USD 70.33/BOE in 2011, USD 73.37/BOE in 2012, USD 75.77/BOE in 2013, USD 77.29 in 2014 and inﬂated with 2% thereafter. Pricing in the US is based on future NYMEX Strip Pricing of; USD 6.63/MMBtu in 2009, USD 7.7370/
MMBtu in 2010, USD 7.470/MMBtu in 2011, USD 7.360/MMBtu in 2012 and USD 7.440/MMBtu for the remaining life of the
wells. Operating expenses are based on expenses from the ﬁled development plan or more updated estimates if such estimates exist.
After the close of the year, the company farmed-out its interest in BM-CAL 5, receiving no compensation. As a result, the company
has recognized an impairment charge of USD 18.3 million, net of related tax effects and commitments paid and anticipated in 2009
related to the BM-CAL 5 ﬁeld. In the BM-CAL 6 ﬁeld, an impairment charge of USD 2.0 million was booked as the Peroba prospect
was deemed a dry hole.
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Goodwill and other intangible assets
(Amounts in USD 1,000)
Fiscal year 2008

Other
Goodwill intangible assets

Acquisition cost January 1, 2008

Total

5,643

238

5,881

Investments

-

-

-

Disposals

-

-

-

Foreign currency translation impact on acquisition cost

-

-

-

5,643

238

5,881

Accumulated depreciation and impairment

-

-127

-127

Accumulated depreciation and impairment associated with assets held for sale

-

-

-

Foreign currency translation on Depr. And amortization

-

-

-

Net book value December 31, 2008

5,643

111

5,755

Depreciation and Impairment 2008

-

-36

-36

Other
Goodwill intangible assets

Total

Acquisition cost December 31,2008

Fiscal year 2007
Acquisition cost January 1, 2007

5,643

238

5,881

Investments

-

-

-

Disposals

-

-

-

Foreign currency translation impact on acquisition cost

-

-

-

5,643

238

5,881

Accumulated depreciation and impairment

-

-91

-91

Accumulated depreciation and impairment associated with assets held for sale

-

-

-

Foreign currency translation on Depr. And amortization

-

-

-

Net book value December 31, 2007

5,643

147

5,790

Depreciation and Impairment 2007

-

-36

-36

Acquisition cost December 31,2007

The company booked goodwill of USD 5.6 million and other intangible asset of USD 0.2 million in 2006 after ﬁnalizing the
purchase analyzes of the acquisition of Mid American June 30, 2005. The goodwill is assumed to have duration for as long as
the Mid American operations are proﬁtable.
Each year the company performs an assessment of whether or not impairment indicators exists for the intangible assets. If such
indicators are deemed present, the company performs an impairment test of the assets. For 2008, no such impairment indicators were
identiﬁed as the ﬁnancial results of Mid American´s operations are satisfactory and justify the net book value of the intangible assets.
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Financial instruments
Overview
The company’s policy is to constantly monitor the risk associated with its ﬂoating interest loans, currency loans and the price for oil
and gas, to assess the necessity to enter into ﬁnancial instruments to limit the risk to the company and maximize income. As such,
Norse Energy has entered into various hedging transactions. Refer to note 20 for details on the company’s ﬁnancial risk management
policy.
The table below sets forth a comparison of carrying amounts and fair values of all of the company’s ﬁnancial instruments by category,
including the ﬁxed price contracts (derivatives) in the energy marketing division.
(Amounts in USD 1,000)

Carrying amount

Financial Assets

Fair value

2008

2007

2008

2007

32,207

43,747

32,207

43,747

Trade accounts receivable (loans and receivables)

31,602

37,094

31,602

37,094

Other derivatives (fair value through P/L)

10,643

3,781

10,643

3,781

3,527

2,648

3,527

2,648

Oil put options (fair value through P/L)

-

1

-

1

Shares in Biofuel Energy ASA (fair value through P/L)

-

1,478

-

1,478

517

-

517

-

78,496

88,749

78,496

88,749

-26,445

-47,234

-26,445

-47,234

NEC01 unsecured bond loan (other liabilities)

-40,527

-54,689

-28,605

-54,689

NEC02 unsecured bond loan (ﬁxed rate) (other liabilities)

-64,796

-61,783

-64,125

-61,783

-71

-36,575

-71

-36,575

NEC03Pro unsecured bond ﬁxed rate (Other liab.)

-8,734

-

-6,600

-

NEC 04 unsecured bond loan loan (ﬂoating rate) (Other liab.)

-3,822

-

-3,086

-

NEC04Pro unsecured bond issue (Other liab.)

-17,677

-

-14,240

-

Floating rate borrowings (other liabilities)

-47,548

-84,208

-47,548

-84,208

Other ﬁxed rate borrowings (other liabilities)

-41,480

-16,299

-39,754

-18,261

-12,002

-20,098

-12,002

-20,098

1,138

1,136

1,138

1,136

Currency swap (fair value through P/L)

-4,711

8,993

-4,711

8,993

Other derivatives (fair value through P/L)

-3,724

-1,922

-3,724

-1,922

-270,399

-312,679

-249,751

-318,057

Cash
Receivables

Othert short term receivables (loans and receivables)
Other non-current assets

Other non-current assets
Total

Financial Liabilities
Trade accounts payable (other liabilities)
Interest bearing loans and borrowings (other liabilities)

NEC03 unsecured bond loan (other liabilities)

NECJ warrants (other liabilities)
Own bonds in NEC02 (fair value through P/L)

Total
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P&L Impact
Financial Assets

2008

2007

Other derivatives (Natural gas forward contracts mostly)

4,488

-2,045

357

-1,138

-1,069

1,469

1,150

7,232

-

65

8,096

-3,235

-

7,049

Oil put options
Shares in Biofuel Energy ASA
Currency Swaps
Own bonds

Financial Liabilities
NEC J – Warrants
Forward contract Revus Energy ASA

Determination of fair value
4HE FAIR VALUE OF lNANCIAL ASSETS CLASSIlED AS vlNANCIAL ASSETS AT FAIR VALUE THROUGH PROlT OR LOSSv IS DETERMINED BY REFERENCE TO
published price quotations in an active market. For unquoted ﬁnancial assets the fair value has been estimated using alternative
valuation techniques.
The fair value of currency swaps is determined by the present value of future cash ﬂows. For all the abovementioned derivatives,
the fair value is conﬁrmed by the ﬁnancial institution with which the Group has entered into the contracts.
The the NEC-J warrants are measured at fair value with reference to the quoted price of the warrants. For further description
of accounting treatment of the warrants, refer to summary of accounting principles.
The following of the Group’s ﬁnancial instruments are not measured at fair value: cash and cash equivalents, trade receivables,
other short-term receivables and interest bearing loans .
The carrying amount of cash and cash equivalents and overdraft facilities are approximately equal to fair value since these instruments
have a short term to maturity. Similarly, the carrying amount of trade receivables and trade payables are approximately equal to fair
VALUE SINCE THEY ARE ENTERED INTO ON hNORMALv TERMS AND CONDITIONS
The fair value of un-qouted loan notes has been calculated using market interest rates.
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Credit risk
The carrying amount of the Company’s ﬁnancial assets presented above represents the maximum credit risk exposure.
Accounts receviables in MANR are secured by guarantees of USD 10 million for several large customers in the wholesale market.
The amounts secured through these guarantees are not deducted in the analysis below.
Maximum exposure to credit risk for trade accounts receviables at the reporting date by geographic are and type of custmer was:
Carrying amount
(Amounts in USD 1,000)

2008

2007

-

-

Petrobras

5,498

8,550

Others

7,727

9,041

1,391

549

232

413

12,113

13,784

4,641

4,757

31,602

37,094

Norway
Brazil

USA
E&P
Pipeline
MANR Wholesale
MANR retail
Total

The aging of trade receivables at the reporting date was;
2008
(Amounts in USD 1,000)

Carrying value

2007
Impairment Carrying value

Impairment

Current receivables

31,218

100

36,914

-

Past due 0–30 days

10

-

3

-

Past due 31–120 days

284

44

77

-

Older than 120 days

90

-

100

51

31,602

144

37,094

51

Total

The movement in allowance for doubtful accounts in respect of trade receivables during the year, was as follows:
(Amounts in USD 1,000)

2008

2007

Provisions as of January 1

51

51

Provision for bad debt during the period

144

-

Realized losses for the year

-51

-

Reversed provision during the period

-

-

Changes due to business combinations

-

-

144

51

December 31
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Liquidity risk
The following are the contractual maturities on ﬁnancial liabilities, including estimated interest payments and excluding the impact of
netting agreements.
December 31, 2008
(Amounts in USD 1,000)
Non-derivative ﬁnancial liabilities

Total

0–1
month

1–3
months

3–12
months

1–3
years

3–5
years

>5
years

NEC01 unsecured bond loan
(other liabilities)

-53,439

-

-

-4,152

-49,287

-

-

NEC02 unsecured bond loan
(ﬁxed rate) (other liabilities)

-89,625

-

-

-4,875

-84,750

-

-

NEC03 Pro unsecured bond ﬁxed rate
(other liabilities)

-10,109

-

-

-457

-9,652

-

-

NEC 04 Unsecured bond loan loan
(ﬂoating rate) (Other liab.)

-25,443

-

-977

-953

-3,811

-19,702

-

-5,633

-

-222

-222

-887

-4,302

-

-11,216

-13

-289

-5,230

-1,977

-1,977

-1,730

-104,815

-1,414

-2,850

-22,670

-54,857

-16,139

-6,885

-26,563

-15,559

-9,444

-1,104

-456

-

-

-326,843

-16,986

-13,782

-39,663

-205,677

-42,120

-8,615

Total

0–1
month

1–3
months

3–12
months

1–3
years

3–5
years

>5
years

NEC pay to bank

-28,286

-

-

-2,074

-26,212

-

-

Bank pay to NEC

23,827

-

-

1,981

21,846

-

-

Long contracts

3,394

998

1,138

1,038

220

-

-

Short contracts

-2,934

-1,018

-1,027

-607

-282

-

-

-3,999

-20

111

338

-4,428

-

-

NEC04Pro unsecured bond issue
(Other liab.)
US loans
Brazil loans
Accounts payable and other payments
Total Non-derivative ﬁnancial liabilities

(Amounts in USD 1,000)
Derivative ﬁnancial liabilities
Currency swap Norway

MANR Financial contracts

Total Derivative ﬁnancial liabilities
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December 31, 2007
(Amounts in USD 1,000)
Non-derivative ﬁnancial liabilities

Total

0–1
month

1–3
months

3–12
months

1–3
years

3–5
years

>5
years

NEC01 unsecured bond loan
(other liabilities)

-72,075

-

-

-5,544

-66,531

-

-

NEC02 unsecured bond loan
(ﬁxed rate) (other liabilities)

-94,500

-

-

-4,875

-9,750

-79,875

-

NEC03 unsecured bond loan
(other liabilities)

-47,055

-918

-

-2,753

-43,385

-

-

Brazil loans

-86,118

-1,179

-2,188

-15,178

-40,676

-22,482

-4,415

US loans

-28,523

-

-14,152

-1,103

-7,464

-1,882

-3,922

AP and other payments

-40,990

-24,351

-8,911

-7,728

-

-

-

-369,261

-26,448

-25,251

-37,181

-167,806

-104,239

-8,337

Total

0–1
month

1–3
months

3–12
months

1–3
years

3–5
years

>5
years

NEC to pay Bank

-105,828

-3,389

-

-4,981

-97,458

-

-

Bank to pay NEC

119,440

856

-

8,456

110,128

-

-

Long contracts

-518

-307

-199

-12

-

-

-

Short contracts

1,222

574

563

174

-88

-

-

-466

58

62

-18

-569

-

-

13,850

-2,208

426

3,620

12,013

-

-

Total Non-derivative ﬁnancial liabilities

(Amounts in USD 1,000)
Derivative ﬁnancial liabilities
Currency swap related to NEC01/NEC 03

MANR ﬁnancial contracts

Nornew ﬁnancial contracts
Total Derivative ﬁnancial liabilities

In determining the maturity analysis above, the company has utilized the current spot rates at year-end 2008 and 2007 respectively.
For the MANR and Nornew ﬁnancial contracts, the cash ﬂows projected from the long and short positions are calculated as the difference between the terms of each ﬁnancial contract and the forward settlement prices at year-end 2007 and 2006.
Market risk
Currency risk
The company’s exposure to foreign currency risk, based on nominal amounts, was as follows:
December 31, 2008

December 31, 2007

(Amounts in USD 1,000)

NOK

BRL

NOK

BRL

Cash and cash equivalents

461

10,891

3,834

4,777

-

13,225

-

6,698

-44,793

-28,429

-92,404

-

-191

-10,147

-6

-8,317

-44,523

-14,460

-88,576

3,159

Trade receivables
Bank loans
Trade payables
Net balance sheet exposure
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A 20% strengthening or weakening of the USD against the following currencies at December 31 would have increased (decreased)
equity and proﬁt or loss by the amounts shown below. The company has used a sensitivity rate of 10% as this reﬂects the change in
the USD/NOK and USD/BRL during 2007. This hypothetical analysis assumes that all other variables, including interest rates and
commodity prices, remain constant.
(Amounts in USD 1,000)

2008

USD vs NOK

2007

+ 20%

- 20%

+ 10%

- 10%

-77

115

-349

426

7,465

-11,198

8,400

-10,267

Currency swap

-3,847

5,771

-9,567

11,693

Net P&L effect

3,541

-5,312

-1,515

1,852

Cash

-2,178

2,178

-478

478

Receivables

-2,710

2,710

-670

670

Payables

2,029

-2,029

832

-832

Loans

5,686

-5,686

-

-

Net P&L effect

2,827

-2,827

-316

316

Cash
Loans

USD vs BRL

This sensitivity analysis is presented on a pre-tax basis. For a description of the currency swaps in place, refer to note 15.
Interest rate risk
Norse Energy is exposed to interest rate risk as entities in the group borrow money at both ﬁxed and ﬂoating interest rates. The risk
is managed by maintaining an appropriate mix between ﬁxed and ﬂoating rate borrowings and by using interest rate currency swap
contracts.
A change in 100 basis points in interest rates at the reporting date would have increased (decreased) proﬁt and loss before tax by the
amounts shown in the table below. This analysis assumes foreign currency rates and other variables to be constant.
2008
(Amounts in USD 1,000)

2007

+ 100 bp

- 100 bp

+ 100 bp

- 100 bp

327

-293

460

-460

-473

473

-1,208

1,208

Currency swaps

-

-

166

-165

Net P&L effect

-146

180

-583

584

Cash
Floating interest loans
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Commodity price risk
The company is exposed to ﬂuctuations in the prices for oil and natural gas. To mitigate this risk, the company has entered into a
long-term take-or-pay contract with Petrobras for the sale of natural gas from the Manati ﬁeld.
In the US, the company has taken various steps to mitigate the commodity price risk. Norse Energy has entered into ﬁxed price contracts for physical delivery of gas, as well forward contracts for a part of our production in Appalachia.
1. Fixed price contracts with physical delivery
Norse Energy has entered into a ﬁxed price contract for the physical delivery of 1,500 Mcf/day from November 2006 to October 31,
2008 (USD 6.35 per MMBtu). While this amount was sold forward and hedged at a ﬁxed price, it relates to physical deliveries and is
consequently not subject to IAS 39, and no fair value has been recognized on these transactions.
2. Forward contracts
In the US, the company has sold forward the following volumes of natural gas by using ﬁnancial derivatives:
s 2009
s 2010

An average of 70,000/Mcf per month at USD 8.45 per Mcf
An average of 60,000/Mcf per month at USD 8.06 per Mcf

After the sale of the Medina properties in March 2008, it was deemed that Norse Energy does no longer qualify for hedge accounting under IAS 39 Financial Instruments: Recognition and Measurement for the remaining open forward contracts. When qualifying
for hedge accounting, the change in fair value of the forward contracts was charged directly to equity. When not qualifying for hedge
accounting, the fair value on these contracts is charged to the income statement.
Marketing activity risk
The Energy Marketing division generates a margin via sales and purchases of physical volumes of natural gas. The majority of
the ﬁxed price purchase-contracts, both ﬁnancial and physical, are balanced with ﬁxed price sales-contracts, ﬁnancial or physical.
Consistent with corporate policy the only price exposure the company has on ﬁxed price contracts to the NYMEX is restricted to less
than 50,000 Dth at any time.
All open positions (ﬁnancial hedging transactions as well as physical ﬁxed price contracts) are recognized at fair value through proﬁt
and loss at year-end. The fair value of these transactions is calculated based on NYMEX futures and forward basis. The company
recorded an unrealized gain for the 12 months ended December 31, 2008 of USD 2.2 million.
The following shows the mark-to-market value of outstanding contracts for future purchase and sale of gas and unrealized gain
as of December 31, 2008:
December 31, 2008
Future purchases
Future sales
Basis reserve

Dth

Market value in
USD 1,000

11,868,695

-380

-11,626,495

5,208
-174

Fair value December 31, 2008

4,654

Fair value December 31, 2007

2,430

Net unrealized gain/(loss) 2008

2,224

The company had as of December 31, 2008, open contracts totaling 241,000 Dth (sale-contracts in excess of purchase-contracts),
of which about 51,000 Dth have NYMEX risk. These open contracts are priced at NYMEX plus a basis differential. the existing
efﬁcient ﬁnancial OTC and NYMEX based markets, mitigate the risk for price variations attributable to the NYMEX price.
Accordingly the only price risk related to these open contracts is the risk for ﬂuctuation of the basis differential. In the Energy
Marketing Division’s core market area, the basis differential varies between USD 0.10 and USD 0.40 depending on which pipeline
the gas is traded on and the time of the year. Historically, this differential has varied very little between periods.
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Share-based payment plans
Norse Energy has an option program amounting to 18 million shares. At the beginning of 2008, 9.9 million of these options were
granted to key employees. No options have been granted during 2008. The 9.9 million options are granted as follows:
Name

# of shares

Option price
in NOK

Exercising period

Estimated value
(USD 1 000)

Øivind Risberg

4,000,000

4,04

June 1, 2007–May 31, 2012

954

Anders Kapstad

1,000,000

3,82

August 1, 2007–June 29, 2012

186

Kjetil Solbrække

-

-

-

-

Other Employees

4,940,000

3,84

June 1, 2007–June 29, 2012

977

Total

9,940,000

2,117

A total of 5,840,000 options were vested as of December 31, 2008. All options under the plan will be settled in shares.
The fair value of the options is estimated at grant date by an independent third party expert using the Black & Scholes – Merton
option pricing model. The exercise price of the options is equal to the market price of the shares at the grant date plus 8 percent, and
the volatility is based on a calculated implied volatility of the warrants that the company issued and listed on OSE in July 2006. The
expected exercise date is set to the contractual vesting period (ranging from 1.5 years to 2 years) plus two years for the CEO and one
year for all other employees. Risk free rate used is 4.07% calculated by using rates from Norges Bank at grant date (bonds and certiﬁcates) based on the expected term of the option being valued. Implied volatility used in the calculation is 35.74%, and no dividends
are incorporated.
The options are expensed over the vesting period, about USD 0.6 million in 2008, and the option price stated is a weighted average
exercise price. The stock options outstanding at the end of the ﬁnancial year had an exercise price between NOK 3.50 and NOK 4.75
(equivalent for 2007), and a weighted average remaining contractual life of 912 days and 1,278 days in 2008 and 2007, respectively.
500,000 options were exercised in 2008. Should the employee decide to terminate the employment prior to the start of the exercising
period, the options would expire without any further compensation. 100,000 options were terminated in 2008. A total of 23 persons
were granted options as of December 31, 2008. Refer to note 5 for further details on this program
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Inventory
As of year-end, inventories consist of the following:
(Amounts in USD 1,000)
Inventory
Crude oil, Brazil

December 31,
2008
2007
290
3,051
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Cash and cash equivalents
Restricted cash
Restricted cash in Norway consists of margin call for currency swap USD 6.9 million and USD 3.9 million for 2008 and 2007 respectively. In addition USD 0.08 million and 0.11 million were restricted as employee withholding tax for 2008 and 2007 respectively.
In Brazil cash of USD 8.2 million and USD 5.7 million are restricted for installment of long term debt to Unibanco for 2008 and
2007 respectively. Included in other non-current assets are restricted cash of USD 8.0 million and 5.8 million in 2008 and 2007
respectively, to cover asset retirement obligations on the Coral and Manati ﬁeld. In addition, USD 2.5 million classiﬁed as other
current assets are investment account cash deposits.
Restricted cash in the US consists of USD 4.3 million and USD 1.4 million to back letters of credit in the energy marketing division
for 2008 and 2007 respectively. In addition USD 0.9 million and 0.8 million for 2008 and 2007 respectively included in other noncurrent assets were restricted cash for margin calls in the energy division.
Overdraft facilities
Coplex has a BRL denominated bank overdraft facility of USD 0.7 million as of December 31, 2008, and USD 1.4 million as
of December 31, 2007, with USD 0 million drawn down as of December 31, 2008 and 2007. Norse Energy do Brasil has a BRL
denominated bank overdraft facility of USD 2.1 million as of December 31, 2008 and USD 1.1 million as of December 31, 2007
with USD 0 million and USD 0.5 million drawn down as of December 31, 2008 and December 31, 2007 respectively. Rio das
Contas has a bank overdraft facility of approximately USD 1.3 million as of December 31, with USD 0 drawn down.
Norse Energy USA has a bank overdraft facility of USD 15 million as of December 31, 2008 and 30 million as of December 31,
2007 whereof USD 4.3 million and USD 19.2 million was drawn down as of December 31, 2008 and 2007, respectively.
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Issued capital and reserves
Outstanding shares
As of year-end 2008 a total of 353,164,530 shares were outstanding, with a nominal value of NOK 0.88 per share.
Ordinary shares

On issue January 1
Issued for cash
Exercise of share options
On issue December 31

2008

2007

352,664,530

352,664,530

-

-

500,000

-

353,164,530 352,664,530

Norse Energy has issued a bond loan of USD 75 million with 75 million associated warrants giving the right to new ordinary shares
at NOK 6.10 per share. For details on the bond loan, refer to note 15. For details on how the warrants impact the diluted earning per
share, refer to note 7.
Dividends
No dividends (equity dividends and dividends of subsidiary) were paid in 2008.
Treasury shares and share based payments
The company currently owns 108 605 treasury shares. The Annual General Meeting has authorized management to purchase up to
35,266,453 treasury shares.
For details on the company’s share based payments, refer to note 11.
Share Premium Reserve reduction
At the Annual General Meeting in May 2008 it was decided to do a share premium reserve reduction. The purpose of the reduction
was allocation to reserves to be used in accordance with the General Meeting´s resolution.
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Interest bearing debt
Below is a summary of the company’s interest bearing debt as of December 31, 2008;
Amount due in USD 1,000
Interest
rate

Repayment
date

Within 1
year

After 1
year

Total

NEC 01 – NOK 286 million bond loan

10% ﬁxed

07/13/2010

-

45,238

45,238

NEC 02 – USD 75 million bond loan

6.5% ﬁxed

07/14/2011

-

64,796

64,796

3-mo NIBOR + 4.25%

07/06/2010

-

71

71

9.5% ﬁxed

07/06/2010

-

8,734

8,734

11.5% ﬁxed

09/25/2012

-

3,822

3,822

10.707%

09/25/2012

-

17,677

17,677

Coplex – USD loan

Libor + 5.5%

10/15/2010

4,522

-

4,522

Coplex – USD loan

Libor + 4.75%

10/15/2010

4,516

-

4,516

NEdB – USD loan

9.55% ﬁxed

10/13/2012

11,433

-

11,433

NEdB – USD loan

6.60% ﬁxed

07/05/2009

2,092

-

2,092

RdC – BRL loan

5.3%–6.8% + TJLP

10/15/2013

28,430

-

28,430

RdC – USD loan

Libor + 4.65

12/05/2011

2,816

-

2,816

RdC – USD loan

Libor + 4.65%

12/28/2011

2,964

-

2,964

RdC – USD loan

12% ﬁxed

03/17/2009

22,179

-

22,179

4.250%

09/30/2015

755

5 022

5,777

prime + margin

01/01/2010

4,300

-

4,300

84,007

145,360

229,367

Loan description:
Norway

NEC 03PRO – NOK 0.5 million bond loan
NEC 03 – USD 8.8 million bond loan
NEC 04PRO – NOK 27 callable bond loan
NEC 04 – USD 17.8 million bond loan
Brazil

USA
Norse Pipeline
Nornew
Total Loans

The effective interest rate presented in the table for the NOK 286 million bond loan and the USD 75 million bond loan are the
contractual rates, not the calculated interest rate under IFRS which is based on amortized cost.
Certain loans are classiﬁed as short-term debt as of December 31, 2008, as the company was not in compliance with all ﬁnancial
covenants and the waivers obtained do not meet the IFRS requirements in order to keep the loans classiﬁed as long-term debt. These
loans are grouped as due within one year in the above table. See further details below.
Norway ﬁnancing
During 2008, bondholders in NEC01 representing NOK 14 million and bondholders in NEC03 representing NOK 139 million
exchanged the existing bonds for bonds in a new issue; NEC04. The purpose of this was to extend the maturity date from July 2010
to September 2012 and to change from ﬂoating to ﬁxed interest rate. The new callable bond issue was issued on September 25, 2008
for a total of NOK 153 million with a ﬁxed interest rate of 11.5% and maturity date September 25, 2012.
Subsequent to this, the company extended a voluntary offer to the bondholders in this new NOK 153 million bond issue and in
NEC03 to exchange the existing bonds at par value for bonds in two new issues. The purpose of these offers was to exchange existing
bonds denominated in NOK for new bonds with USD currency and ﬁxed interest of 9.5% and 10.707%, respectively. Bond holders
representing NOK 126 million and NOK 60.5 million, respectively, accepted this offer. As a result of these exchanges in bonds, the
company formally held own bonds of NOK 339.5 million by the end of the year. After the close of the year, these own bonds were
terminated. This had no cash effect for the company.
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./+  MILLION BOND LOAN h.%#v
The company issued a 5-year senior unsecured bond loan in 2005, with a total borrowing limit of NOK 300 million. NOK 200
million was issued in July 2005, while the ﬁnal tranche of NOK 100 million was issued in November 2005. The loan will mature
ON *ULY   AND IS LISTED ON THE /SLO 3TOCK %XCHANGE /3% UNDER THE TICKER h.%#v 4HE BOND IS A lXED  YEAR BULLET LOAN
is unsecured and has an annual coupon of 10%. The company is not holding any own bonds per year-end 2008.
$URING  BONDHOLDERS REPRESENTING ./+  MILLION EXCHANGED BONDS IN .%# FOR A NEW BOND ISSUE CALLED h.%#v SEE TEXT
below) thereby extending the maturity date of the loan and leaving the balance for NEC01 at NOK 286 million per year-end.
.ORSK 4ILLITSMANN !3! h.ORWEGIAN 4RUSTEEv IS REPRESENTING THE VARIOUS BOND HOLDERS
Late November 2005 Norse Energy swapped NOK 250 million into USD 37.5 million at exchange rate NOK/USD 6.665 at a
5-year ﬁxed rate of 10.89%. Norse Energy will receive 10% on NOK 250 million annually from Nordea until maturity in July 2010.
Norse Energy is obliged to pay Nordea 10.89% on USD 37.5 million biannually until maturity in July 2010. The swap transaction
is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt and loss. Per year-end 2007 the fair value
of the currency swap was USD 8.8 million. In July 2008, the company terminated the currency swap at USD/NOK rate of 5.03, realizing a gain of USD 11.9 million. The accumulated proﬁt and loss effect of the swap was recognized in 2008. The effective interest on
the bond loan is slightly higher than the coupon of 10% as the related transaction costs are amortized over the life of the bonds.
Upon issuance of NEC04 in September 2008, the company entered into a new currency swap in order to reduce the NOK exposure.
A total of NOK 139 million was swapped into USD 24.1 million. Any upward/downward movement in the NOK/USD exchange
rate will result in a loss/gain on the currency swap and a corresponding margin call/release. As the majority of the NEC04 bondholders later in the year exchanged their bonds into a new USD denominated bond loan, the currency swap was instead tailored to
match the cash ﬂows of NEC01 and the currency swap will last until July 2010. This transaction required an initial USD 1.7 million
deposit (ﬁxed until maturity) and any upward movement NOK/USD and/or LIBOR rates will trigger extra margin calls. A fall in
NOK/USD and/or LIBOR rates will relieve the company of less margin calls. Per December 31, 2008, the deposit totaled USD 6.9
million. Per year-end, the fair value of this currency swap was negative USD 4.7 million.
The main covenants for the bond loan are as follows:
s Maintain book equity of minimum USD 50 million in the parent company.
s Within a calendar year from when the loan was issued, Norse Energy cannot make any dividend payments; shares repurchases,
or make any other distributions that constitutes more than 50% of net proﬁts after taxes.
s 4OTAL EQUITY SHALL CONSTITUTE AT LEAST  OF h#APITAL EMPLOYEDv IN THE PARENT COMPANY h#APITAL EMPLOYEDv IS DElNED AS .ORSE
Energy’s total equity plus interest bearing debt, including ﬁnancial instruments that have the commercial effect of borrowing,
including guarantees and leasing commitments.
The company was in compliance with the covenants of the ﬁnancing agreement.
53$  MILLION BOND LOAN h.%#v
On July 13, 2006 the company issued 50,000 bonds at a nominal value of USD 1,000 per bond for a total of USD 50 million and
on November 30, 2006 another 25,000 bonds was issued at a nominal value of USD 1,000 per bond, bringing the total bond loan
TO 53$  MILLION 4HE BONDS MATURE ON *ULY   AND ARE LISTED ON /3% UNDER THE TICKER CODE h.%#v 4HE BOND LOAN IS
unsecured and carries a ﬁxed interest rate of 6.5%. Effective interest is about 12% as the value of the warrants and the transaction
costs is amortized over the life of the bonds.
Each bond subscriber was allotted 1,000 warrants per bond free of charge. Each warrant gives the holder the right to subscribe for
one new share in the company at an exercise price of NOK 6.10 per share. The warrants are listed separately on OSE under the ticker
CODE h.%#*v
IAS 39 requires that the proceeds from the issue of the bond loans are split between the long term loan element and the embedded
derivative – in this case the fair value of the option to convert to shares (the warrant). The long term loan element is amortized to
the full value of the loan (USD 75 million) over the life of the loan, based on the effective interest method. As USD is the functional
currency of Norse Energy Corp. ASA and the warrants are denominated in NOK, IFRS requires that the warrants are recorded as a
liability – not as a component of equity.
At each reporting date, any change in the fair value of the warrants is recorded in the income statement based on the price of the
NECJ warrants. An increase in the fair value of the warrant will cause a charge to the income statement and a corresponding increase
in the liability. A drop in the warrant price will lead to the opposite. In 2008, the company recorded a fair value adjustment of USD
8.1 million in the proﬁt and loss statement due to the decrease in the warrant price. However, it is important to notice that this
income statement impact in no instance will affect the total loan to be paid to the loan holders at the maturity date.
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At December 31, 2008, no warrants were converted to shares. The company holds own bonds totaling USD 1.1 million per year-end 2008.
./+  MILLION AND 53$  MILLION BOND LOAN h.%#02/v AND h.%#v
In June 2007, the company raised NOK 100 million in a 3-year bond issue yielding 3 months NIBOR plus a margin of 4.25%.
In August 2007, the company raised another NOK 100 million under this facility at the same terms. The bond issue is unsecured
AND IT IS LISTED ON THE !LTERNATIVE "OND -ARKET !"- AS h&2. .ORSE %NERGY #ORP  #!,,v
During 2008, bondholders representing NOK 139 million exchanged their bonds for bonds in NEC04, thereby reducing the loan
balance to NOK 61 million. Towards the end of the year, bondholders representing NOK 60.5 million converted their bonds into
USD, accepting the company’s offer and a new bond issue named NEC03 of USD 8.8 million was established using an exchange rate
USD/NOK of 6.92. NOK 0.5 million remained under the original loan facility.
.ORSK 4ILLITSMANN !3! h.ORWEGIAN 4RUSTEEv IS REPRESENTING THE VARIOUS BOND HOLDERS
During November 2007, Norse Energy swapped the NOK 200 million into USD 36.7 million at average exchange rate NOK/USD
5.450 at a ﬂoating interest rate of 3 months LIBOR + a margin of 4.40%. Norse Energy will receive 3 months NIBOR + 4.25%
quarterly from Nordea until maturity in July 2010. Norse Energy is obliged to pay Nordea 3 months LIBOR + 4.40% quarterly until
maturity in July 2010. The swap transaction is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt
and loss. Per year-end 2007 the fair value of the currency swap was USD 0.2 million. In July 2008, the company terminated the currency swap at USD/NOK rate of 5.03, realizing a gain of USD 3.0 million. The accumulated proﬁt and loss effect of the swap was
recognized in 2008.
The main covenants for the bond loan are the same as the NOK 286 million bond loan.
The company was in compliance with the covenants of the ﬁnancing agreement.
./+  MILLION AND 53$  MILLION BOND LOAN h.%#02/v AND h.%#v
The new NEC04 bond loan was established during the year upon the exchange of bonds from NEC01 and NEC03 for a total
of NOK 153 million. This is a 4-year bond issue yielding ﬁxed interest of 11.5% with semi-annual payments. Next, bondholders
representing NOK 126 million converted their bonds into USD, accepting the company’s offer and a new bond issue NEC04 of USD
17.8 million was established using an exchange rate of USD/NOK 7.08. NOK 27 million remained under the original loan facility.
.ORSK 4ILLITSMANN !3! h.ORWEGIAN 4RUSTEEv IS REPRESENTING THE VARIOUS BOND HOLDERS 4HE MAIN COVENANTS FOR THE BOND LOAN ARE
the same as the NOK 286 million bond loan.
The company was in compliance with the covenants of the ﬁnancing agreement.
Brazil ﬁnancing
In January 2006, Coplex entered into two ﬁnancing agreements through an on-lending transaction in U.S. Dollars for the
development and production of natural gas in the Manati ﬁeld in the amount of USD 20.0 million. The loans are payable over
72 months, and mature on October 15, 2010. The interest rates are LIBOR plus 5.5% and LIBOR plus 4.75% respectively.
On December 31, 2008, the total balance of these two obligations was USD 9.0 million. The main loan conditions include pledging of the shares in Coplex, oil production in Estrela do Mar as well as pledge in the gas production in B-CAM 40. The ﬁnancial
covenants require the Company to keep an equity ratio at a minimum of 30%, and maintaining a debt service coverage ratio in excess
of 1.4. Further, it is a condition that Coplex maintains its license rights in Brazil. The agreements also have a cross default convenants,
meaning that any default of other material agreements for Coplex will lead to a default under these loan agreements.
In April 2007, Norse Energy do Brasil entered into a loan agreement through an on-lending transaction of USD 9.8 million, for the
acquisition of interests in the Cavalo Marinho and Estrela do Mar ﬁelds. The loan is payable over 66 months, and matures in October
2012. The interest is ﬁxed at 9.55%. On December 31, 2008, the balance of this obligation was USd 11.4 million. The main loan
condition is pledging the oil production from Cavalo Marinho. The ﬁnancial covenants require the company to keep an equity ratio
at a minimum of 30 %, and maintaining a debt service ratio in excess of 1.3. Further, it is a condition that Norse Energy do Brasil
maintains its license rights in Brazil. The agreements also have cross default covenants, meaning that any defaults of other material
agreements for Norse Energy do Brasil will lead to default under these loan agreements
In November 2006, Rio das Contas entered into a credit agreement for investment in production and transport of natural gas and
condensate from the Manati ﬁeld in the amount of BRL 82.7 million. The amount was divided into four tranches; (i) BRL 6.7
million; (ii) BRL 60.2 million; (iii) BRL 1.6 million; and (iv) BRL 14.2 million. Tranches (i) and (ii) are amortized over 72 months,
and carry an interest rate of currency basket or TJLP plus a ﬁxed rate. Tranches (iii) and (iv) are amortized over 51 months, and also
carry an interest rate of either a currency basket or TJLP plus a ﬁxed rate. On December 31, 2008, the balance of this obligation was
USD 28.4 million.
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In July 2007, Rio das Contas entered into loan agreements through an on-lending transaction in USD at the amount of USD 7.7
million, for the development of natural gas and condensate in the Manati ﬁeld. The loans are payable over 53 months, and mature
in December of 2011. On December 31, 2008, the total balance of these two agreements was USD 5.8 million.
In September 2008, Rio das Contas entered into a loan agreement for a USD 21.4 (BRL 40 million) bridge-loan facility. The loan
is part of a BRL 100 million exploration and development facility to be supported by BNDES (Brazilian State Development Bank).
The bridge loan is expected to be replaced with BNDES Reais ﬁnancing during 2009. The company is working to secure the remaining balance of the loan, and the ﬁnancing will primarily be used to fund Manati development activities.
Final approval of this loan is still pending credit committee approval of the lenders as well as BNDES, and best estimate is for the ﬁrst
half of 2009.
The credit agreements described above require pledging of the shares in Rio das Contas, and the gas revenues from BCAM-40. The
ﬁnancial covenants require the Company to keep an equity ratio at a minimum of 30%, and maintain a debt service ratio in excess
of 1.3. Further, the agreement requires Rio das Contas to maintain its license rights in Brazil. The agreements also have cross default
covenants, similar to those described above.
The company was not in compliance with the loan covenants as of year-end. As a consequence USD 34.7 million was re-classiﬁed
from long term to short term interest bearing debt in line with IFRS requirements.
The company has entered into negotiations with the banks in Brazil regarding a rescheduling of the debt portfolio. The bridge loan of
USD 21.4 million has been rolled forward and a wider agreement with the banks will likely include rescheduling of the amortization
of the debt and is expected to be reached during the second quarter 2009. The company is still awaiting waivers on the current situation. This is likely to be concuded as part of the debt restructuring described above.
USA ﬁnancing
Revolving credit line
Nornew Inc. has a revolving credit line initially agreed in 1999 with a borrowing base of USD 15 million. The borrowing base is
based on net proven production and reserves. As reserves and production increase, fund are made available for lending purposes.
The credit agreement carries an interest ranging from prime to prime plus 0.375% depending on the utilization of the credit line.
The credit agreement requires the company to maintain certain ﬁnancial covenants. As of December 31, 2008, the company was not
in compliance with certain of these covenants. A waiver for this was obtained; however, as the grace period did not extend beyond 12
months after the balance sheet date, the loan has been reclassiﬁed to short-term debt. The credit agreement also includes restrictions
as to payment of dividend, or other kind of distribution for payment of inter-company debt, further indebtedness or contingent
liabilities, further encumbrances, sales of assets, investments, corporate restructuring, transactions with afﬁliates, engagement in other
parts of business, change of ownership of the borrowers as well as further lending from the borrowers. The credit agreement includes
normal default provisions, including a cross-default provision related to other defaulted agreements in excess of USD 50,000.
The credit available under the agreement was USD 10.4 million per December 31, 2008.
Norse Pipeline Note
In conjunction with the acquisition of the Norse Pipeline system in June 1999, the company entered into a ﬁnancing agreement with
Colombia Gas Transmission Corporation for USD 18.8 million. This ﬁnancing agreement was restructured in December 2002. The
face amount of the restructured ﬁnancing agreement was USD 11 million with a stated interest rate of 5% on USD 6.3 million of the
balance and 0% on USD 4.7 million of the balance. The effective interest rate on the USD 11 million face value was approximately
1%. As the restructured debt was issued at a below-market interest rate, the company determined the fair value of the debt to be
USD 9.6 million per December 31, 2002 by imputing interest at 4.25%. The loan is subject to quarterly repayments and matures
September 30, 2015.
The ﬁnancing agreement is secured by the physical pipeline assets of Norse Pipeline. In addition, Norse Energy Corp. USA has
entered into a Limited Guaranty and Surety Agreement with the seller for the ﬁrst payments due in the amount of USD 6.3 million.
After this amount has been repaid, no obligations by Norse Energy Corp. USA are due to seller.
As of December 31, 2008, USD 5.8 million was booked as outstanding under the note, of which USD 0.8 million is due in 2009
and therefore classiﬁed as short-term.
The company was in compliance with the covenants of the ﬁnancing agreement.
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Asset retirement obligations
In accordance with agreements and legislation, the wellheads, production assets, pipelines and other installations may have to be
dismantled and removed from oil and natural gas ﬁelds when the production ceases.
The following table presents a reconciliation of the beginning and ending aggregate carrying amount of the obligation associated with
the retirement of oil and gas properties:
(Amounts in USD 1,000)
Asset Retirement Obligation

2008

2007

12,632

10,640

238

5,028

Reversal of liabilities during the year

-

-5,807

Incurred removal expenditures Coral

-2,261

-

-

-1,287

5,182

3,993

Accretion expense

32

65

At December 31,

15,823

12,632

Short term Asset Retirement Obligations

10,950

-

Long term Asset Retirement Obligations

4,874

12,632

At January 1,
Liabilities incurred during the year

Liabilities associated with assets held for sale
Changes in estimates of obligations (Coral)

The value of the asset retirement obligations booked in Brazil of USD 15.3 million is based on an appraisal report prepared by Petrobras’ (the operator of the Coral ﬁeld) engineers according to Agencia Nacional de Petroleo / Petroleum National Agency’s regulations.
Asset retirement obligations for US gas ﬁelds amounted to USD 0.5 million per year-end.
Beginning early 2006, the partners in the Coral Consortium agreed to deposit funds monthly to a restricted bank account, to cover
the expected decommissioning costs for the Coral ﬁeld. The amount required to be deposited is calculated quarterly based on the
proportion of produced reserves compared to remaining proven plus probable reserves. As of December 31, 2008, the company has
deposit USD 7.5 million to cover the abandonment liability.
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Guarantees and pledges
Brazil
The parent Company, Norse Energy ASA has provided a performance guarantee to the Brazilian petroleum directorate ANP, in terms
of which the company is liable for the commitments for Coral, Estrela-do-Mar, Cavalo Marinho, BCAM-40, BM-CAL 5 & 6, BTREC 30 and Sardinha licenses in accordance with the given concessions for the licenses.
Norse Energy ASA is liable for any default by the other partners in the consortiums, via the participation in the joint operating agreements.
All shares in Coplex and Rio das Contas have been pledged to two banks as collateral for the engagement in Brazil. In reality this
means that most of the company’s Brazilian assets are pledged to the lenders.
In accordance with the loan agreements with one of the lenders, the oil and gas production and the associated cash ﬂow are pledged
as collateral for the loan engagements. The oil production from Cavalo Marinho ﬁeld is pledged to one of the company’s lenders.
The parent company has provided guarantee letters for certain loans that its subsidiaries have in Brazil, totaling USD 8.8 million.
USA
Nornew Inc., the main E&P entity in Norse Energy US has pledged all its assets for the revolving credit line. The net book value of
assets pledged under this agreement is USD 55.3 million. In addition, Mid American Natural Resources has pledged cash accounts as
security for letters of credit, refer to note 13 for details on the restrictions on cash accounts.
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Other commitments and contingent liabilities
Brazil
In Brazil, the company has certain commitments related to its various licenses. In the BCAM-40 license, drilling of the Dendê prospect is currently estimated to cost about USD 5 million, while the budgeted drilling commitment for the Canela prospect is about
USD 8 million and is under assessment by the partners. Following the farm-out of the BM-CAL 5 block in April 2009, the company
does not have any further drilling commitments related to this block. In the BM-CAL 6 license, there are no further commitments.
In the Round 9 exploration blocks (S-M-1035, S-M-1036 and S-M-1100), the work program commitment is related to seismic study
and is part of the ANP requirement to be completed three years after the licenses have been awarded. The cost is estimated to be
around USD 8 million.
The company has booked contingent liabilities related to various acquisitions that occurred in 2005 and 2006. These liabilities are
contingent upon certain milestones and consist of USD 1.5 million related Cavalo Marinho, USD 4.0 million related to Sardinha
and USD 3.0 million related to Estrela-do-Mar.
USA
In the US the company is leasing the land where natural gas is being produced. Such leasing contracts are entered into before drilling
of the wells start, and should the drilling fail to ﬁnd any producible gas; the leasing contract can be immediately terminated. The
company pays a 12.5% royalty of gross revenue from natural gas production to the landowners in the US, where the land is leased.
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Related parties transactions
Norse Energy has certain transaction with related parties. See note 10 in the parent company’s notes for shares owned by Ofﬁcers and
Board directors in Norse Energy.
Norway
The company leases a parking space in Oslo from the CEO for NOK 1,500 per month, equalling approximately USD 3,200
and USD 3,000 in 2008 and 2007, respectively.
In early 2007, the company received 200,000 shares in Biofuel Energy ASA as payment for services rendered. During 2008,
the company purchased another 300,000 shares in Biofuel and subsequently sold all shares. The shares were sold at the current fair
market value of NOK 11 to Øivind Risberg, the CEO of Norse Energy Corp ASA. The chairman of the Board in Norse Energy,
Petter Mannsverk Andresen, is also the former CEO of Biofuel Energy ASA.
Brazil
Jose Almeida dos Santos, Director of Norse Energy do Brazil owns 0.9% of Starﬁsh Oil and Gas SA (Starﬁsh). Norse Energy acquired
in 2006 a 7.5% interest in Coral, Estrela-do-Mar and Cavalo Marinho ﬁelds from Starﬁsh for USD 17.5 million, of which payment
of USD 3 million is conditional to performance of the ﬁelds. In addition, the company owns interests in two onshore blocks in BTREC-22 and BT-REC-30 where Starﬁsh is the operator.
Norse Energy do Brasil has a long term note receivable to Kjetil Solbrække – Head of Brazilian operations. Refer to note 5 for details
on the terms of this loan
USA
Norse Energy Corp USA, through its subsidiary Nornew Inc. performs well tending services and provides technical support and
other expertise to Somerset Production LLC of which Norse Energy Corp US holds 18.08% of the shares. For 2008, Norse Energy
has billed approximately USD 4.0 million for services and expense reimbursement. As of December 31, 2008 Norse Energy has a net
receivable of USD 0.4 million.
Norse Energy Corp USA has a long term note receivable on Øivind Risberg – CEO and Head of US operations. Refer to note 5 for
details on the terms of this loan.

.;;B.9 ?2=<?A %
6 6 No t e s t o C o n s o l i d a t e d Fi n a n c i a l S t a t e m e n t s

A 196

;<A2 

Financial risk management
Overview
The activities of the company are exposed to various ﬁnancial risks; liquidity risk, credit risk and market risk. The latter includes
foreign exchange risk, interest rate risk, price risk and energy marketing activity risk. The overall risk management program focuses on
the unpredictability of ﬁnancial markets and seeks to minimize potential adverse effects on ﬁnancial performance – more speciﬁcally
the risk associated with our ﬂoating interest loans, currency loans and the price for oil and gas. Derivative ﬁnancial instruments are
used to hedge such risk exposures.
Financial risk management is carried out by employees in the parent company Norse Energy Corp. ASA in Oslo under policies
approved by the Board of Directors. Management of Norse Energy Corp. ASA identiﬁes, evaluates and hedges ﬁnancial risks in
close cooperation with the operating units in Brazil and USA. The Board of Directors reviews these written principles for overall
risk management and the policies covering speciﬁc areas, such as foreign exchange risk, interest rate risk, credit risk, use of derivative
ﬁnancial instruments and non-derivative ﬁnancial instruments, as well as investment of excess liquidity.
This note presents information about the company’s exposure to the risks mentioned above and the objectives and policies for
measuring and managing such risks.
Liquidity risk
Liquidity risk is the risk that the Group will not be able to meet its obligations as they fall due. Prudent liquidity risk management
includes maintaining sufﬁcient cash and marketable securities, the availability of funding from an adequate amount of committed
credit facilities, and the ability to close out market positions. Due to the dynamic nature of our underlying business, parent company
management maintains ﬂexibility in funding by maintaining availability under committed credit lines and through the bond market.
In addition, management obtains funding through reserve based lending in the US and assets based lending in both the US and
Brazil.
Note 10 sets out the maturity proﬁle of the ﬁnancial liabilities of the Group based on contractual undiscounted payments.
Credit risk
Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents, derivative ﬁnancial instruments and
deposits with banks and ﬁnancial institutions, as well as credit exposures to customers, including outstanding receivables and
committed transactions.
&OR BANKS AND lNANCIAL INSTITUTIONS ONLY INDEPENDENTLY RATED PARTIES WITH A MINIMUM RATING OF ;h!v= ARE ACCEPTED !NY CHANGE OF
ﬁnancial institutions (except minor issues) are approved by the CFO.
If our customers are independently rated, these ratings are used. Otherwise, if there is no independent rating, risk control in the
operating units assesses the credit quality of the customer, taking into account its ﬁnancial position, past experience and other factors.
The utilization of credit limits is regularly monitored and kept within approved budgets.
The credit risk of the buyer of the oil (Petrobras) to default on the payment is considered to be very low. The credit risks for the sale
OF NATURAL GAS AND SALE AND PURCHASE OF NATURAL GAS VIA THE SUBSIDIARY -ID !MERICAN .ATURAL 2ESOURCES h-!.2v AND FROM THE 53
G&T Division is similarly considered to be low as historically the amount of default of receivables has been very low and the company has implemented routines to screen the customers. The company has secured signiﬁcant guarantees from customers of MANR.
Note 10 sets out the Group’s maximum risk exposure.
Market risk
Foreign exchange risk
The company operates internationally and is exposed to foreign exchange risk arising from various currency exposures, primarily with
respect to the Norwegian Kroner (NOK), the US dollar (USD) and the Brazilian Reais (BRL). Management has set up a policy where
group companies are required to manage their foreign exchange risk against their functional currency. Foreign exchange risk arises
when future commercial transactions or recognized assets or liabilities are denominated in a currency that is not the entity’s functional
currency.
The company has investments in foreign operations, whose net assets are exposed to foreign currency translation risk. However,
the company has obtained loans in BRL to mitigate the currency risk arising from the subsidiaries net assets.
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The company uses cross currency interest rate swaps to hedge the forward foreign currency risk associated with certain foreign
currency denominated bond loans, all in NOK. The company’s policy is to hedge all loans denominated in NOK except working
capital for the headquarters in Norway. During late 2008 the Company renegotiated a substantial part of its interest bearing
debt denominated in NOK to USD denominated loans, reducing the need for hedging derivatives. Currently, all remaining
NOK-denominated liabilities are hedged with currency interest rate swaps
Interest rate risk
The company has interest rate risk exposure arising from changes in USD, BRL and NOK interest rates on our long-term borrowings. Borrowings issued at variable rates expose the company to cash ﬂow interest rate risk. Borrowings issued at ﬁxed-rates expose the
company to fair value interest rate risk.
To manage interest rate risk, management retains a proportion of ﬁxed to ﬂoating rate borrowings within limits approved by the
Board of Directors. We will achieve this through obtaining a mix of ﬁxed and ﬂoating rate term debt, and by entering into interest
rate swaps.
Commodity price risk
The nature of the company’s industry is subject to considerable price volatility, over which we hold little control, and a material
decline in commodity prices could result in a decrease in our production revenue. To manage this risk, we strive to keep a balance
between ﬁxed and ﬂoating price contracts.
OIL
The company currently only has oil production in Brazil. Due to the volatility in the oil production volumes in recent periods, it
is the company’s policy not to sell any oil forward. Instead, oil put options that provide a ﬂoor for the price of oil sold in Brazil is
deemed an appropriate risk management tool. It is company policy that oil put options are considered for a part of the expected
production volumes.
As the production from the only oil producing ﬁeld of the Company, the Coral ﬁeld, declined rapidly in 4th quarter and is currently
in entering into the abandonment phase, the exposure to oil price volatility is limited.
NATURAL GAS
The Group has natural gas production both in Brazil and in the US.
In Brazil, a ﬁxed price contract, which is adjusted annually for inﬂation and with price renegotiation in three years, has been
established with Petrobras. This take-or-pay contract has a term related to minimum and a maximum volume produced. As Petrobras
is deemed as a higher creditworthy customer, no further risk management measures are deemed necessary for the natural gas
production in Brazil.
In the US, the company’s natural gas production is subject to market price ﬂuctuations. As operator for most all of the US gas
production, the company is also the seller of most all our production. The company’s gas production is not exposed to signiﬁcant
production interruptions outside of the potential freeze ups wintertime or when interstate pipelines, which we transport most all our
production, are down for maintenance or we have compression downtime as most of the gas production requires compression for sale.
Due to historical limited downtime, almost all our US gas production is therefore deemed acceptable to use ﬁxed price forward sales
contracts to secure certain proﬁts level. These forward contracts can be either physical or ﬁnancial derivative based. Historically the
company has been using both the physical and ﬁnancial markets to secure some of its future production. In general the Company
has a policy to hedge not more than 60% of proven production, which could be increased to 80% in more special circumstances.
Currently any hedging is subject to Board of Directors approval.
Marketing activity risk
Our Energy Marketing division generates a margin through sales and purchases of physical volumes of natural gas. The majority
of the ﬁxed price purchase-contracts, both ﬁnancial and physical, are balanced with ﬁxed price sales-contracts, ﬁnancial or physical.
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Legal proceedings
Legal proceedings as of year-end 2008
Brazil
Norse Energy do Brasil is a party in a lawsuit ﬁled by the Municipality of Cairu- Bahia, against ANP – Brazilian Petroleum Agency,
Petrobras, Queiroz Galvão Oleo & Gas and Brasoil Manati Exploração Petrolífera, June 12th, 2008. The Municipality of Cairu is
demanding that the concession agreement is declared invalid and that the royalty is increased from the current level of 7.5% to 10%.
In addition the municipality claims that the difference of 2.5% is paid with retroactive effect from the startup date. Our legal advisors
in the process evaluate the risk of ﬁnancial liabilities associated with this lawsuit as remote. No accrual has been made related to this
issue.
The Association of Petrobras Engineers (AEPET) ﬁled a lawsuit against The Brazilian Petroleum Agency (ANP) and all companies that bid on concessions in the ANP 3rd Round. The purpose of this lawsuit was to annul the 3rd Bid Round as well as all the
concession contracts signed as a result of this bid round. Since the company’s subsidiary Rio das Contas acquired the concessions in
BM-CAL 5 & 6 that was granted to Petroserv in this bid round, the company was summoned to reply to the lawsuit. The company
evaluates the risk related to this lawsuit to be remote as the arguments used to annul the 3rd Bid Round and signed concession contracts are inconsistent, and are against previous jurisprudences of the Court of the State of Rio de Janeiro. No accrual has been made
related to this lawsuit.
The company’s subsidiary Rio das Contas is a party in a lawsuit ﬁled by the Fishermen Association in the Manati Project region
demanding indemniﬁcation for environmental damages as a result of alleged non-implementation of the compensatory measures
established on the Environmental studies and reports part of the Environmental Licensing Process. There was a subsidiary request for
an injunction to suspend the activities of implementation of the platform, pipeline and all infrastructure related to the project, which
was not granted by the Court. The company evaluates the risk associated with this law suit as remote since the basic argument is that
the implementation of the Manati project has caused environmental damages, but throughout the petition there was no indication of
a concrete damage. The issuance of the IBAMA Operation License further strengthens the company’s case. No accrual has been made
related to this lawsuit.
We are under an administrative proceeding with the tax authorities regarding PIS (Social Integration Program) and COFINS (Social
Securities on Revenues) levied on ﬁnancial revenues, which on December 31, 2008, totaled approximately USD 1 million. Based on
the opinion of our legal advisors, we believe the risk of loss is considered remote. Accordingly, no accrual has been made in the ﬁnancial statement related to this administrative proceeding.
USA
Two separate lawsuits on the docket involve injury to an employee of a drilling services company who was purported injured during
drilling operations. In each respective case, the drilling company was under contract to Nornew, Inc, a subsidiary of Norse Energy
Corp. ASA. In each lawsuit, Nornew, Inc. is contractually indemniﬁed by the drilling company from liability for any damages
awarded pursuant to these causes of action, thus Nornew does not anticipate any liability resulting from these causes of action.
In May 2008, a lawsuit was brought against Nornew, Inc. related to damages suffered to certain real property. The owner of the
property contends that Nornew, Inc. trespassed onto her property and harvested and removed timber from it. She seeks damages of
USD85,000 for the timber and USD255,000 for a treble damage award. The case is in the early stages and it is too difﬁcult to determine the likelihood of an unfavorable outcome. We have not accrued any liabilities related to this claim.
One of the legal advisers of Norse Pipeline has advised the Company of the substantial likelihood that the parcels of real property
COMPRISING THE hPENNY PIPELINEv WILL BE ASSESSED AT AMOUNTS SUBSTANTIALLY IN EXCESS OF THE PREVIOUS ASSESSMENTS FOR PROPERTY TAX PURposes. This will require a legal challenge to maintain current assessment levels. The magnitude of the anticipated assessments cannot
be determined at this time. The Company has not accrued for any amounts relating to this potential assessment.
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Company structure
The table below sets out Norse Energy’s company structure as of December 31, 2008.
Company

Subsidiaries

Norse Energy Corp. ASA

Norse Energy AS

100

Norway

Norse Energy Corp. USA

100

USA

Naftex Energy Corporation

100

Canada

Norse Energy do Brasil S.A.

99.99

Brazil

Coplex Petroleo do Brasil Ltda.

0.01

Brazil

Naftex Energy (Whitehorse) Limited

100

Canada

Naftex Energy (Yukon) Limited

100

Canada

Coplex Petroleo do Brasil Ltda.

99.99

Brazil

Rio das Contas Produtora de Petroleo Ltda

57

Brazil

Coplex Petroleo do Brasil Ltda.

Rio das Contas Produtora de Petroleo Ltda

43

Brazil

Norse Energy Corp. USA

Nornew, Inc.

100

USA

Nornew Energy Supply, Inc.

100

USA

Norse Pipeline, LLC

100

USA

Mid American Natural Resources, LLC

100

USA

NEC Drilling, LLC

100

USA

50

USA

Naftex Energy Corporation

Norse Energy do Brasil S.A.

Ownership (in %)

Strategic Energy Corporation

Nationality of subsidiary

Strategic Energy Corporation

MariCo Oil and Gas Corporation

100

USA

Nornew, Inc.

Vandermark Exploration, Inc.

100

USA

NEC Drilling LLC

Drillco Inc.

100

USA
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Subsequent events
Norway
In January 2009, the company terminated own bonds in the bond issues NEC01, NEC03 and NEC04. The company terminated
MNOK 13.5 in NEC01, MNOK 200.0 in NEC03 and MNOK 126.0 in NEC04. The NEC03 bond issue was fully terminated and
subsequently deleted, whereas the remaining loans in NEC01 and NEC04 after this termination were MNOK 286.5 and MNOK
27, respectively.
Brazil
In April 2009, the company accepted an offer from Petrobras and Queiroz Galvao to take over the company’s 18.3% participating
interest in block BM-CAL 5 offshore Brazil (the Copaiba discovery and Jequitiba prospect). Norse Energy will not receive any compensation, but the transfer of ownership implies that the company will not carry any further drilling costs in BM-CAL 5. As a result,
an impairment charge related to the license and the capitalized exploration costs has been made per year-end 2008.
In April 2009, the company announced that the drilling of the Cravo prospect in BCAM-40 has been completed. The well was
logged and showed that the main target in the Sergi sandstone was water bearing. The well will be plugged and abandoned.
As a result, capitalized exploration costs per year-end 2008 have been charged to the income statement.
Refer to note 8 for further details on the related impairment charges.
USA
In March 2009, the company experienced a well ﬁre while removing drill pipe in connection with drilling an onshore gas well in
New York State. Property damage appears to be minimal, and no material accounting impact is expected.
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Reserves (unaudited)
The company has adopted a policy of regional Reserve Reporting using external third party companies to audit its work and
certify reserves and resources according to the guidelines established by the Oslo Stock Exchange (OSE). Reserve and Contingent
Resource estimates comply with the deﬁnitions set by the Petroleum Resources Management System (PRMS) issued by the Society
of Petroleum Engineers (SPE), the American Association of Petroleum Geologists (AAPG), the World Petroleum Council (WPC)
and the Society of Petroleum Evaluation Engineers (SPEE) in March 2007.
Each region (division) has a long standing relation with its certiﬁcation agents; Gaffney, Cline & Associates in Brazil and
Schlumberger Technology Corporation in the US.
The following is a summary of key results from the reserve reports (net to the company’s share):
1P reserves
(MMBOE)

2P reserves
(MMBOE)

3P reserves
(MMBOE)

4.35

7.25

8.32

-

5.70

6.80

5.66

14.17

20.29

Manati

12.80

16.65

18.64

Total Brazil

18.46

36.52

45.73

NEC TOTAL

22.81

43.77

54.05

Norse segment
Total US
Estrela-do-Mar
Cavalo Marinho

During 2008, the company has had the following reserves development:
Reserves Development

2P reserves (MMBOE)

Balance (previous ASR) as of December 31, 2007

48.12

Production 2008

-1.851

Acquisitions/disposals since previous ASR

-9.72

Extensions and discoveries since previous ASR

-

New developments since previous ASR

3.88

Revisions of previous estimates

3.34

Balance (current ASR) as of December 31, 2008

43.77

1 Brazil 1.69 MMBOE, US 0.16 MMBOE
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Parent Company Income Statement
(Amounts in NOK 1,000)
For the years ended December 31,
Operating income
Operating revenues
Total operating income
Operating expenses
Sales, administrative and general expenses
Depletion and depreciation
Total operating expenses

Note

2008

2007

2006

2

5,789
5,789

572
572

626
626

30,966
140
31,105

16,235
77
16,312

14,763
44
14,807

-25,317

-15,740

-14,182

50,838
2,793
4,726
169,632
-71,996
-4,325
-9,370
142,299

30,546
7,314
44,971
-38,813
-69,635
-7,114
-198,398
-5,859
-236,987

24,369
5,299
34
-28,377
-46,003
-24,110
-3,317
-72,105

116,982

-252,727

-86,286

116,982

-252,727

-86,286

116,982

-252,727

-86,286

3
4

Operating proﬁt (loss)
Financial items
Interest received from subsidiaries
Other interest income
Other ﬁnancial income
Currency gain/loss
Interest costs
Loss on derivatives
Impairment of subsidiary
Other ﬁnancial costs
Net ﬁnancial items

2
6
6
5
6
6

Results from continued operations
Taxes
Net proﬁt (loss) from ordinary activities

7

Net proﬁt (loss) for the year

The Board of Directors
Lysaker, April 20, 2009
Norse Energy Corp. ASA

Petter Mannsverk Andresen
Chairman of the Board

Bjarte Bruheim
Director

Kathleen Arthur
Director

Jon-Aksel Torgersen
Director

Lise Heien Langaard
Director

Øivind Risberg
Chief Executive Ofﬁcer
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Parent Company Balance Sheet
(Amounts in NOK 1,000)
As of December 31,

Note

2008

2007

4
8
2

487
521,029
710,000
1,231,516

258
521,029
435,541
60
956,888

2

508,162
1,896
62,627
572,685

362,520
766
156,354
519,641

1,804,202

1,476,529

ASSETS
Non-current assets
Furniture, ﬁxtures and ofﬁce equipment
Investment in subsidiaries
Loan to subsidiaries
Financial derivatives
Other non-current assets
Total non-current assets
Current assets
Loan to subsidiaries
Other current assets
Cash and cash equivalents
Total current assets

9

TOTAL ASSETS
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Parent Company Balance Sheet
(Amounts in NOK 1,000)
As of December 31,

Note

2008

2007

EQUITY
Paid-in capital
Share capital
Share premium reserve
Other paid-in capital
Treasury shares
Total paid-in capital

310,785
1,310
295,605
-92
607,607

310,345
295,605
-92
605,858

Retained earnings
Other equity
Total retained earnings

118,496
118,496

-

10

726,104

605,857

3
5

713
1,033,924
1,034,637

713
832,456
833,169

Current liabilities
Accounts payable
Other current liabilities
Total current liabilities

1,338
42,123
43,461

31
37,472
37,503

TOTAL LIABILITIES

1,078,098

870,671

TOTAL EQUITY AND LIABILITIES

1,804,202

1,476,529

EQUITY AND LIABILITIES

TOTAL EQUITY
LIABILITIES
Long term liabilities
Provision for accruals
Pension liability
Bond loan
Total long term liabilities
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Parent Company Statement of Cash Flow
(Amounts in NOK 1,000)
For the years ended December 31,

2008

2007

Cash Flow from operating activities
Net proﬁt/(loss) for the year
Depreciation
Employee options expensed
Impairment on investment in subsidiary
Change in other assets and liabilities
Net cash ﬂows from operating activities

116,982
140
1,515
-152,887
-34,250

-252,727
77
589
198,398
43,670
-9,993

Cash ﬂows from investing activities
Change in investments in subsidiaries
Increase in loans to subsidiaries
Investments in ofﬁce Equipment
Investment in Biofuel Energy ASA
Proceeds from sale shares in Biofuel Energy ASA
Net cash ﬂows from investing activities

-164,815
-369
-3,300
5,500
-162,984

-97,158
-138,220
-64
-60
-235,502

Cash ﬂows from ﬁnancing activities
Proceed from issuance of long-term debt
Repayment of long-term debt
Termination of currency swaps
Proceeds from sale of oil put options
Net proceeds from issuance of shares
Net cash ﬂows from ﬁnancing activities

211,599
-213,500
74,901
2,524
1,750
77,274

197,500
197,500

Net increase in cash and cash equivalents

-119,960

-47,995

156,354

218,457

Effects of exchange rate changes on the balance of cash held in foreign currencies

26,233

-14,108

Cash and cash equivalents at the end of the ﬁnancial year

62,627

156,354

Cash and cash equivalents at the beginning of the year
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Accounting principles
The annual accounts for the parent company Norse Energy Corp. ASA have been prepared in accordance with the provisions of the
Norwegian Accounting Act and Norwegian Generally Accepted Accounting Principles (NGAAP). The consolidated ﬁnancial statements have been prepared under International Financial Reporting Standards (IFRS) and are presented separately from the parent
company.
The accounting policies under IFRS are described in note 1 to the consolidated ﬁnancial statements. The accounting principles
applied under NGAAP are in conformity with IFRS unless otherwise stated in the notes below.
The parent company’s annual ﬁnancial statements are presented in Norwegian Kroner (NOK) which is the currency used for accounting
purposes. Shares in subsidiaries and other shares are recorded in Norse Energy Corp. ASA’s accounts using the cost method of accounting.
Bond loans are booked net of the amortized transaction costs, and the transaction costs are amortized over the loan period.
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Transactions and balances with subsidiaries
Operating revenues relate exclusively to the provision of administrative services to subsidiaries.
Outstanding loans and balances with subsidiaries (denominated in USD) amount to NOK 1.218 million, including accrued interest,
per exchange rate at year-end 2008. Per year-end 2007, outstanding loans amounted to NOK 798 million.
The parent company’s loan to the Brazilian subsidiaries Coplex, Rio das Contas and Norse Energy do Brasil, as well as the Norwegian
subsidiary Norse Energy AS are considered to be short term, and amounts per year-end 2008 to USD 101 million (NOK 710 million) compared to USD 80 million (NOK 436 million) in 2007. Loan to Naftex at year-end 2008 and 2007 was written off to NOK
0 as recoverability was uncertain.
Loans to Norse Energy Corp. USA amounts to USD 73 million (NOK 508 million) per year-end 2008, and are considered to be
long term loans. Per year-end 2007, these loans amounted to USD 67 million (NOK 363 million).
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Sales, administrative and general expenses
Salaries
The parent company had 6 employees at December 31, 2008, and an average of 5.5 employees during the year, compared to 5
employees at December 31, 2007 and an average of 5 during 2007. Wages and salaries for these employees are included in Sales,
administrative and general expenses.
For details on both CEO Mr. Øivind Risberg and CFO Mr. Anders Kapstad remuneration for 2007 and 2008, refer to note 5 in the
consolidated ﬁnancial statements.
Norse Energy has two option programs amounting to a total of 18 million shares, approved by the Annual General Meetings held on
May 23, 2006 and May 20, 2008. At the beginning of the year, 9.9 million of these options were granted to key employees, and no
additional grants were made during 2008. For further details on this program, see note 11 in the consolidated ﬁnancial statements.
Breakdown on wages and other compensation to the employees:
(Amounts in NOK 1,000)

2008

2007

2006

Wages

6,559

4,843

2,949

Employer’s contribution

1,340

1,105

563

391

327

550

Other compensation

1582

848

586

Total wage expenses and other compensation

9,872

7,123

4,648

Pension costs
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Board of Directors remuneration
Remuneration of members of the Board and committees of the Board is summarized below:
(Amounts in NOK 1,000)

2008

2007

2006

350

375

150

-

-

-

Joey S. Horn, former Board member

300

375

150

Jon-Aksel Torgersen, Board member

300

375

150

-

-

-

300

-

-

Øivind Risberg, CEO (former Board member)

-

-

-

Axel C. Eitzen, former Chairman

-

425

200

1,250

1,550

650

Petter Mannsverk Andresen, Chairman (former Board member)
Bjarte Bruheim, Board member

Kathleen Arthur, Board member
Lise Heien Langaard, Board member

Total

NOK 1,250,000 was paid in June 2008, of which NOK 625,000 related to 2007. Per year-end, NOK 625,000 is accrued for the
second half of 2008.
NOK 1,550,000 was paid in June 2007, of which NOK 925,000 related to 2006. Per year-end 2007, NOK 625,000 was accrued for
the second half of 2007. NOK 650,000 was paid in June 2006, of which NOK 325,000 related to 2005.
Pension
The company is required to have an occupational pension scheme in accordance with the Norwegian law on required occupational
PENSION h,OV OM OBLIGATORISK TJENESTEPENSJONv  4HE COMPANY ESTABLISHED A PENSION SCHEME IN  THAT MEET THE REQUIREMENTS OF
that law. In June 2007, the company changed the pension scheme to a deﬁned contribution scheme. Subsequent to this change, no
pension liability is recognized in the balance sheet. Expenses related to the new scheme of NOK 390,930 was incurred during 2008,
and NOK 154,392 was incurred from June to December 2007.
Auditor
The company´s Annual General Meeting elected Deloitte as group auditors from the ﬁnancial year 2008. Thus the 2008 ﬁgures
include audit, tax and advisory services from both Deloitte and the predecessor group auditor Ernst & Young. The company expensed
the following amounts (exclusive VAT) for services provided by the company’s auditors:
(Amounts in NOK 1,000)

2008

2007

2006

839

1,030

874

Tax services

-

-

95

Consulting, other services

-

44

163

400

-

-

Tax services

58

-

-

Consulting, other services

11

-

-

1,308

1,074

1,132

Ernst & Young
Statutory audit and audit related services

Deloitte
Statutory audit and audit related services

Total expensed costs
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Furniture, ﬁxtures and ofﬁce equipment
The company has the following ofﬁce equipment:
(Amounts in NOK 1,000)
Acquisition cost at January 1, 2008

Furniture and
ﬁxtures

IT and ofﬁce
equipment

Total

212

200

412

98

271

369

-

-

-

310

471

781

99

195

294

211

276

487

27

113

140

Investments
Disposals
Acquisition cost at December 31, 2008
Accumulated depreciation
Net Book Value at December 31, 2008

Depreciation for the year

IT and ofﬁce equipment are depreciated over three years on a straight-line basis, while furniture and ﬁxtures are depreciated over ten
years also using a straight-line basis.
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Bond loans
During 2008, bondholders in NEC01 representing NOK 14 million and bondholders in NEC03 representing NOK 139 million
exchanged the existing bonds for bonds in a new issue; NEC04. The purpose of this was to extend the maturity date from July 2010
to September 2012 and to change from ﬂoating to ﬁxed interest rate. The new callable bond issue was issued on September 25, 2008
for a total of NOK 153 million with a ﬁxed interest rate of 11.5% and maturity date September 25, 2012.
Subsequent to this, the company extended a voluntary offer to the bondholders in this new NOK 153 million bond issue and in
NEC03 to exchange the existing bonds at par value for bonds in two new issues. The purpose of these offers was to exchange existing
bonds denominated in NOK for new bonds with USD currency and ﬁxed interest of 9.5% and 10.707%, respectively. Bond holders
representing NOK 126 million and NOK 60.5 million, respectively, accepted this offer. As a result of these exchanges in bonds, the
company formally held own bonds of NOK 339.5 million by the end of the year. After the close of the year, these own bonds were
terminated. This had no cash effect for the company.
NOK 286 million bond loan (“NEC01”)
The company issued a 5-year senior unsecured bond loan in 2005, with a total borrowing limit of NOK 300 million. NOK 200
million was issued in July 2005, while the ﬁnal tranche of NOK 100 million was issued in November 2005. The loan will mature on
*ULY   AND IS LISTED ON THE /SLO 3TOCK %XCHANGE /3% UNDER THE TICKER h.%#v 4HE BOND IS A lXED  YEAR BULLET LOAN IS
unsecured and has an annual coupon of 10%. The company is not holding any own bonds per year-end 2008.
$URING  BONDHOLDERS REPRESENTING ./+  MILLION EXCHANGED BONDS IN .%# FOR A NEW BOND ISSUE CALLED h.%#v SEE TEXT
below) thereby extending the maturity date of the loan and leaving the balance for NEC01 at NOK 286 million per year-end.
.ORSK 4ILLITSMANN !3! h.ORWEGIAN 4RUSTEEv IS REPRESENTING THE VARIOUS BOND HOLDERS
Late November 2005 Norse Energy swapped NOK 250 million into USD 37.5 million at exchange rate NOK/USD 6.665 at a
5-year ﬁxed rate of 10.89%. Norse Energy will receive 10% on NOK 250 million annually from Nordea until maturity in July 2010.
Norse Energy is obliged to pay Nordea 10.89% on USD 37.5 million biannually until maturity in July 2010. The swap transaction
is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt and loss. Per year-end 2007 the fair value
of the currency swap was USD 8.8 million. In July 2008, the company terminated the currency swap at USD/NOK rate of 5.03,
realizing a gain of USD 11.9 million. The accumulated proﬁt and loss effect of the swap was recognized in 2008.
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Upon issuance of NEC04 in September 2008, the company entered into a new currency swap in order to reduce the NOK exposure.
A total of NOK 139 million was swapped into USD 24.1 million. Any upward/downward movement in the NOK/USD exchange
rate will result in a loss/gain on the currency swap and a corresponding margin call/release. As the majority of the NEC04 bondholders later in the year exchanged their bonds into a new USD denominated bond loan, the currency swap was instead tailored to match
the cash ﬂows of NEC01 and the currency swap will last until July 2010. This transaction required an initial USD 1.7 million deposit
(ﬁxed until maturity) and any upward movement NOK/USD and/or LIBOR rates will trigger extra margin calls. A fall in NOK/
USD and/or LIBOR rates will relieve the company of less margin calls. Per December 31, 2008, the deposit totaled USD 6.9 million.
Per year-end, the fair value of this currency swap was negative USD 4.7 million. The value of the currency swap increased the carrying
value of the bond loan.
The main covenants for the bond loan are as follows:
s Book equity of minimum USD 50 million in the parent company.
s Within a calendar year from when the loan was issued, Norse cannot make any dividend payments; shares repurchases, or make any
other distributions that constitutes more than 50% of net proﬁts after taxes.
s 4OTAL EQUITY SHALL CONSTITUTE AT LEAST  OF h#APITAL EMPLOYEDv IN THE PARENT COMPANY h#APITAL EMPLOYEDv IS DElNED AS .ORSE
Energy’s total equity plus interest bearing debt, including ﬁnancial instruments that have the commercial effect of borrowing,
including guarantees and leasing commitments.
The interest from this loan amounted to approximately NOK 25 million in 2008.
USD 75 million bond loan (“NEC02”)
In July 2006, the company issued 50,000 bonds at a nominal value of USD 1,000 per bond for a total of USD 50 million and in
November 2006 another 25,000 bonds was issued at a nominal value of USD 1,000 per bond, bringing the total bond loan to USD
 MILLION 4HE BONDS MATURE ON *ULY   AND ARE LISTED ON /3% UNDER THE TICKER CODE h.%#v 4HE BOND LOAN IS UNSECURED
and carries a ﬁxed interest rate of 6.5% p.a.
Each bond subscriber was allotted 1,000 warrants per bond free of charge. The warrants give the holder the right to subscribe for one
new share in the company at an exercise price of NOK 6.10 per share. The warrants are listed separately on OSE under the ticker
CODE h.%#*v
In accordance with NGAAP, the bond loan is booked net of the amortized transaction costs. These transaction costs will be amortized
over the loan period. As of December 31, 2008, the loan amounted to NOK 525 million.
The interest from this loan amounted to approximately NOK 28 million in 2008.
NOK 0.5 million and USD 8.8 million bond loan (“NEC03PRO” and “NEC03”)
In June 2007, the company raised NOK 100 million in a 3-year bond issue yielding 3 months NIBOR plus a margin of 4.25%. In
August 2007, the company raised another NOK 100 million under this facility at the same terms. The bond issue is unsecured and it
IS LISTED ON THE !LTERNATIVE "OND -ARKET !"- AS h&2. .ORSE %NERGY #ORP  #!,,v
During 2008, bondholders representing NOK 139 million exchanged their bonds for bonds in NEC04, thereby reducing the loan
balance to NOK 61 million. Towards the end of the year, bondholders representing NOK 60.5 million converted their bonds into
USD, accepting the company’s offer and a new bond issue named NEC03 of USD 8.8 million was established using an exchange rate
USD/NOK of 6.92. NOK 0.5 million remained under the original loan facility.
.ORSK 4ILLITSMANN !3! h.ORWEGIAN 4RUSTEEv IS REPRESENTING THE VARIOUS BOND HOLDERS
During November 2007, Norse Energy swapped the NOK 200 million into USD 36.7 million at average exchange rate NOK/USD
5.450 at a ﬂoating interest rate of 3 months LIBOR + a margin of 4.40%. Norse Energy will receive 3 months NIBOR + 4.25%
quarterly from Nordea until maturity in July 2010. Norse Energy is obliged to pay Nordea 3 months LIBOR + 4.40% quarterly until
maturity in July 2010. The swap transaction is fair value adjusted each quarter, and any fair value adjustment is booked towards proﬁt
and loss. Per year-end 2007 the fair value of the currency swap was USD 0.2 million. In July 2008, the company terminated the currency swap at USD/NOK rate of 5.03, realizing a gain of USD 3.0 million. The accumulated proﬁt and loss effect of the swap was
recognized in 2008.
The main covenants for the bond loan are the same as the NOK 286 million bond loan.
The interest from these loans amounted to approximately NOK 14 million in 2008.
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NOK 27 million and USD 17.8 million bond loan (“NEC04PRO” and “NEC04”)
The new NEC04 bond loan was established during the year upon the exchange of bonds from NEC01 and NEC03 for a total
of NOK 153 million. This is a 4-year bond issue yielding ﬁxed interest of 11.5% with semi-annual payments. Next, bondholders
representing NOK 126 million converted their bonds into USD, accepting the company’s offer and a new bond issue NEC04 of
USD 17.8 million was established using an exchange rate of USD/NOK 7.08. NOK 27 million remained under the original loan
facility.
.ORSK 4ILLITSMANN !3! h.ORWEGIAN 4RUSTEEv IS REPRESENTING THE VARIOUS BOND HOLDERS 4HE MAIN COVENANTS FOR THE BOND LOAN ARE
the same as the NOK 286 million bond loan.
The interest from these loans amounted to approximately NOK 5 million in 2008.
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Derivatives and impairment of subsidiary
The company is utilizing various ﬁnancial instruments to hedge against ﬁnancial market risks. For a discussion on ﬁnancial market
and business risks, refer to note 20 in the consolidated ﬁnancial statements.
In addition to these derivatives, the company has also entered into a new currency swap in 2008 related to NEC01, swapping parts
of the loan from NOK to USD. However, the effect of the currency swap has been presented as part of the currency gain/loss for the
year as it is directly linked to the gain or loss that derives from the bond loan.
(Amounts in NOK 1,000)

2008

2007

2006

Oil put option

-

7,114

11,265

Revus forward contract

-

-

12,845

Total loss on derivatives

-

7,114

24,110

2,524

-

-

-

44,100

-

2,140

-

-

62

871

34

4,726

44,971

34

Oil put option
Revus forward contract
Sale of Biofuel shares
Other items
Total gain on derivatives

The shares in Biofuel Energy were sold during 2008, resulting in a gain of NOK 2.1 million. See further details under note 12
Related parties. The remaining oil put options were settled in late 2008, and resulted in a total gain of NOK 2.5 million. Following
this sale, the company does not hold any oil put options.
The Revus forward contract was settled in the beginning of 2007 and resulted in a net gain for the year of NOK 44.1 million.
The impairment of subsidiary in 2007 of NOK 198 million is related to Norse Energy’s investment in Naftex (NOK 189 million)
and receivable on Naftex (NOK 9 million). Following this impairment charge, the investment in and receivable on Naftex was
booked at NOK 0. For 2008, an impairment charge related to a receivable on Naftex of NOK 4 million was charged to the income
statement.
Refer to note 10 in the consolidated ﬁnancial statements for details on the derivatives above.
The company’s foreign exchange gain in 2008 of NOK 169 million is mainly a result of gain on USD denominated intercompany
receivables as the USD strengthened through 2008. This gain is only partially offset by the foreign exchange loss on the company’s
USD denominated external loans and currency swaps.
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Tax
Speciﬁcation of the year’s income tax expense:
(Amounts in NOK 1,000)

2008

2007

2006

Tax payable

-

-

-

Change in deferred tax

-

-

-

Total Income tax

-

-

-

2008

2007

2006

116,982

-252,727

-86,287

+ Effect of permanent differences

753

145,643

7,965

+ Effect of temporary differences

-117,735

107,084

78,322

-

-

-

2008

2007

2006

121

104

114

Accounts receivable

-13,604

-9,279

-

Financial instruments

-17,268

56,240

25,315

-775

-726

-516

Loss carried forward

-743,739

-939,339

-810,828

Basis for calculating deferred tax asset

-775,265

-893,000

-785,915

Calculated deferred tax asset (28%)

217,074

250,040

220,056

Deferred tax asset allowance

217,074

250,040

220,056

-

-

-

Speciﬁcation of the basis for tax payable:

Net proﬁt/(-) loss for the year before tax

Basis for tax payable

Speciﬁcation of the deferred tax:

Furnitures, ﬁxtures and ofﬁce equipment

Pensions and other accruals

Deferred tax asset, recognized in Balance Sheet

The tax loss carried forward has an unlimited time limit. The deferred tax asset is not booked in the balance sheet due to uncertainty
of future taxable proﬁt. Certain changes have been made to the 2007 ﬁgures to conform to the ﬁled 2007 tax returns.
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Investment in subsidiaries
Investments in subsidiaries are booked at the lower of cost and fair market value. Per year-end 2008, the holdings in subsidiaries
consist of the following:
(Amounts in NOK 1,000)
Company

Headquarter

Naftex Energy Corporation

Holding and voting rights

Book value

Vancouver, Canada

100%

-

Norse Energy AS

Lysaker, Norway

100%

100

Norse Energy do Brasil S.A.

Rio de Janeiro, Brazil

99%

286,707

Norse Energy Corp. USA

Houston, TX, USA

100%

234,218

Coplex Petroleo do Brasil Ltda.

Rio de Janeiro, Brazil

0.01%

4

Total

521,029

Coplex Petroleo do Brasil Ltda is wholly owned by Norse Energy do Brasil S.A.
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Cash and cash equivalents
Per December 31, 2008, NOK 48 million is restricted cash related to the currency swap on the NOK 286 million bond loan, and
another NOK 0.6 million of the cash accounted for in the balance sheet is restricted for tax deductions related to wages.
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Shareholders equity and shareholder information
Nominal share capital in the parent company at December 31, 2008 amounted to NOK 310,784,786, consisting of 353,164,530
shares at a par value of NOK 0.88.
The table below shows the changes in equity in the Company during 2007 and 2008:
(Amounts in NOK 1,000)
Equity at January 1, 2007

Share
Share pre- Other paid-in
capital mium reserve
capital

Treasury
shares

Other
equity

TOTAL

310,345

626,987

-

-92

-79,245

857,995

Employee stock option expense

-

-

-

-

589

589

Net proﬁt/(-) loss for the year

-

-252,727

-

-

-

-252,727

Transfer from share premium reserve to cover loss

-

-78,656

-

-

78,656

-

Equity at December 31, 2007

310,345

295,605

-

-92

-

605,858

Equity at January 1, 2008

310,345

295,605

-

-92

-

605,858

Share premium reserve reduction
(not formallyregistered)

-

-295,605

295,605

-

-

-

Employee stock option expense

-

-

-

-

1,515

1,515

440

1,310

-

-

-

1,750

-

-

-

-

116,982

116,982

310,785

1,310

295,605

-92

118,496

726,104

Stock options exercised
Net proﬁt/(-) loss for the year
Equity at December 31, 2008

Treasury shares
The company currently holds 104,605 treasury shares as of December 31, 2008, with a nominal value of NOK 92,052.

A 215

.;;B.9 ?2=<?A %
N o t e s t o Pa r e n t C o m p a n y Fi n a n c i a l S t a t e m e n t s 8 5

Ownership structure
The company had 4,729 shareholders per December 31, 2008. The twenty largest shareholders per year-end were:
Shareholder

Number of shares

Holding in %

1

GOLDMAN SACHS INT. EQUITY

46,660,953

13.2%

2

UBS AG, LONDON BRANCH

32,989,786

9.3%

3

NORDEA BANK NORGE ASA MARKETS

14,000,000

4.0%

4

BJARTE HENRY BRUHEIM

11,300,000

3.2%

5

BANK OF NEW YORK, BRUSSELS BRANCH

10,292,702

2.9%

6

GOLDMAN SACHS INT. EQUITY

9,131,000

2.6%

7

VIKSUND AS

6,993,000

2.0%

8

SOLODDEN AS

6,561,394

1.9%

9

BANK2 ASA

6,257,500

1.8%

10

DANSKE BANK A/S

5,249,583

1.5%

11

NESTOR SHIPPING AS

5,061,000

1.4%

12

ALDEN AS

4,210,000

1.2%

13

JAN HENRY FARSTAD

4,107,616

1.2%

14

KAJUKA AS

3,500,000

1.0%

15

DNB NOR SMB

3,200,000

0.9%

16

WESTCAP A/S

3,000,000

0.8%

17

SAF-INVEST AS

3,000,000

0.8%

18

TYRHOLM & FARSTAD A/S

2,529,616

0.7%

19

NORDEA BANK DENMARK AS

2,428,352

0.7%

20

CSPN HOLDING AS

2,200,000

0.6%

TOP 20 SHAREHOLDERS

182,672,502

51.7%

OTHER SHAREHOLDERS

170,492,028

48.3%

TOTAL SHARES

353,164,530

100.0%

# of shares

% of total

Shares owned by the CEO and board members per December 31, 2008:
Shareholder

Position

BJARTE BRUHEIM

DIRECTOR, NORSE ENERGY CORP. ASA

25,300,000

7.16%

ØIVIND RISBERG

CEO, NORSE ENERGY CORP. ASA

19,811,894

5.61%

In addition, Mr. Risberg holds 1,445,218 warrants in the company.
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Shareholder distribution per December 31, 2008:
Amount of shares
1–1,000
1,001–5,000
5,001–10,000
10,001–100,000
100,001–1,000,000
1,000,001 +
TOTAL

# of shareholders

% of total

# shares

Holding in %

543

11.5%

318,593

0.1%

1,496

31.6%

4,328,486

1.2%

908

19.2%

7,564,274

2.1%

1,461

30.9%

50,221,539

14.2%

279

5.9%

77,828,695

22.0%

42

0.9%

212,902,943

60.3%

4,729

100.0%

353,164,530

100.0%

See note 11 to the consolidated ﬁnancial statements for the company’s option scheme and granted options.
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Guarantee liabilities
Norse Energy Corp. ASA has provided a performance guarantee to the Brazilian petroleum directorate ANP, in terms of which the
company is liable for the commitments for Coral, Estrela do Mar, Cavalo Marinho, BCAM-40, BM-CAL 5 & 6, BT-REC 30 and
Sardinha licenses in accordance with the given concessions for the licenses. The guarantee is unlimited.
The parent company has provided guarantee letters for certain loans that its subsidiaries have in Brazil, totaling USD 21 million. The
parent company has also provided guarantee letters on behalf of the subsidiary Mid American Natural Resources totaling USD 0.6
million.
See also further details about ﬁnancial and market risk in note 20 to the consolidated ﬁnancial statements.
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Related parties
The parent company leases ofﬁces spaces from Eitzen Holding AS – a company controlled by Axel C. Eitzen, the former chairman
of the Board of Norse Energy. For 2008 and 2007 the company was invoiced NOK 679,547 and NOK 510,592 in lease expenses,
respectively. No liabilities were outstanding per the end of 2008 or 2007.
)N EARLY  THE COMPANY RECEIVED   SHARES IN "IOFUEL %NERGY !3! h"IOFUELv AS PAYMENT FOR SERVICES RENDERED 4HE CHAIRman of the Board in Norse Energy, Petter Mannsverk Andresen, was at the time also the CEO of Biofuel Energy ASA. During 2008,
the company purchased another 300,000 shares in Biofuel in a public offering for NOK 11 per share. Following the public offering,
the company sold all 500,000 shares to Øivind Risberg, the CEO of Norse Energy, at the same price – NOK 11 per share.

;<A2 

Financial market risk and business risk
See details in note 20 in the consolidated ﬁnancial statements.

;<A2 !

Subsequent events
Termination of own bonds
In January 2009, the company terminated own bonds in the bond issues NEC01, NEC03 and NEC04. The company terminated
MNOK 13.5 in NEC01, MNOK 200.0 in NEC03 and MNOK 126.0 in NEC04. The NEC03 bond issue was fully terminated and
subsequently deleted, whereas the remaining loans in NEC01 and NEC04 after this termination were MNOK 286.5 and MNOK
27, respectively.
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Norwegian listed companies are obliged to follow the principles
set forth in The Norwegian Code of Practice for corporate governance. Norse Energy seeks to comply with all the requirements
covered in the code. For a more in depth corporate governance
report, reference is made to our website www.NorseEnergy.com.

s Gathering & Transmission (pipeline system) in the US
The company owns and operates approximately 550 miles of
gathering and transmission pipelines located in western New
York and north-western Pennsylvania. The lines have outlets
into major interstate pipelines, as well as to local end users.

1 Implementation and reporting on corporate governance
Norse Energy acknowledges that successful value-added business is profoundly dependent upon transparency and internal
and external conﬁdence and trust. Norse Energy believes that
this is achieved by building a solid reputation based on our
ﬁnancial performance, our values and by fulﬁlling our promises. Thus, good corporate governance combined with Norse
Energy’s Code of Conduct is an invaluable tool in helping the
Board to ensure that we properly discharge our duty.

s Energy Marketing Division in the US
The EM division is made up of Mid American Natural
Resources L.L.C., an established energy marketing and trading ﬁrm in the Appalachian region.

Corporate Governance in Norse Energy
The Board will strive to work as an active and dynamic forum,
acting in the best interest of Norse Energy and its beneﬁciaries.
The Board is headed by the Chairman of the Board. The responsibility of the Chairman is to lead the work of the Board,
and to ensure that this is in accordance with Norwegian law
and the corporate governance directives. The Norwegian Code
of Practice for corporate governance as of December 4, 2007
comprises 15 points as taken into account below.

Norse Energy’s Board of Directors will assure that the company
at all times has an equity capital at a level appropriate to its
objectives, strategy and risk proﬁle. The oil and gas E&P business is highly capital dependent, requiring Norse Energy to be
sufﬁciently capitalized.

2 Business Idea and Vision and Articles of Association
Norse Energy is the result of a merger of NaturGass (USA)
AS, a Norwegian private company and Northern Oil ASA, a
Norwegian publicly traded entity, whose shares were listed on
THE /SLO 3TOCK %XCHANGE h/3%v  .ORSE %NERGY #ORP WAS
listed on the OSE on July 13, 2005.
The company’s business is deﬁned in the Articles of Association §2 which states:
v4HE COMPANYS BUSINESS SHALL CONSIST OF EXPLORATION PRODUCtion, transportation and marketing of oil and natural gas and
exploration and/or development of other energy forms, sale of
energy as well as other related activities. The business might
also involve participation in other similar activities through
CONTRIBUTION OF EQUITY LOAN ANDOR GUARANTEESv
The company’s activities are divided into four segments:
s Exploration and Production of oil and gas in Brazil
Norse Energy participates in multiple oil and gas exploration
and production licenses primarily located in the Santos Basin
and in the Camamu-Almada Basin offshore Brazil. One of
these ﬁelds, Coral, has been in production since March 2003
until abandonment in December 2008, while the Manati gas
ﬁeld commenced production in January 2007.
s Exploration and Production of natural gas in the US
The US E&P division is located in northern Appalachian
Basin with ofﬁces in Buffalo, New York, and Pittsburgh,
Pennsylvania.
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3 Equity & Dividend Policy
The group’s book equity at December 31, 2008 was USD 67.7
million representing an equity ratio of 17%. The stock price
closed at the end of the year at NOK 3.54.

Norse Energy’s objectives are to create lasting values and provide competitive returns to its shareholders through proﬁtability and growth. Dividends should arise in line with the growth
in the company’s results while at the same time recognizing the
need for ﬁnancial preparedness for cyclical market movements,
as well as opportunities for adding value through new proﬁtable investments.
The 2008 General Meeting authorized the Board to increase
the share capital with up to NOK 146,372,393.20 and to
acquire up to 35,266,453 of the company’s own shares. The
mandate was not restricted to deﬁned purposes, as recommended by the Code, and is valid until the next Annual
General Meeting. None of the mentioned authorizations were
exercised during the authorization period.
4 Equal Treatment of Shareholders and Close Associates
Norse Energy has one class of shares representing one vote at
the Annual General Meeting (AGM). The Articles of Association contains no restriction regarding the rights to vote. Board
members, management and close associates must clear transactions prior to purchase of shares in the company.
As mentioned in chapter 3, the 2008 General Meeting gave
the Board authority to increase the company’s share capital.
According to the resolution, the existing shareholder’s
preferential rights to subscription of shares will be set aside.
5 Freely Negotiable Shares
The Norse Energy Corp. ASA share is listed on The Oslo
Stock Exchange. There are no restrictions on negotiability in
Norse Energy’s Articles of Association. Hence Norse Energy’s
shares are freely negotiable, and thus no restrictions on buying
or selling the shares in Norway, others than those required by
Norwegian legislation.

6 General Meetings
The Annual General Meeting is the company’s highest body.
Norse Energy’s Articles of Association and The Norwegian
Public Limited Liability companies Act stipulate the role and
mandate of the AGM.
Norse Energy’s Annual General Meeting will be held by the
end of June each year. An invitation and agenda (including
proxy) will be sent out two weeks prior to the meeting to all
shareholders in the company. The invitation is also distributed
as a stock exchange notiﬁcation and posted on the company’s
web site prior to the meeting. Present at the AGM is the
Chairman of the Board and the CEO. After the meeting the
Minutes are released on our website www.norseenergy.com.
Shareholders who are unable to attend in person are encouraged to participate by Power of Attorney. Dividend, remuneration to the Board and the election of the Auditor, will be
decided at the AGM. Separate directions for a calling notice
for the AGM have been established.
7 Nomination Committee
Norse Energy has for the time being no Nomination Committee. Due to the structure of the company, the company
has not found a need to establish an independent nomination
committee. The Board will appoint a nomination committee as
a sub-committee of the Board on an ad hoc basis if required.
8 Board of Directors: Composition and Independence
The composition of the Board of Directors ensures that the
Board can represent the common interests of all shareholders. Norse Energy’s Board of Directors has ﬁve members; two
females and three males as required in Norway.
The Chairman of the Board was unanimously elected by the
Board members after the resignation of the former Chairman
in 2007. The company has not experienced a need for a permanent deputy Chairman. If the Chairman cannot participate
in the BOD meetings, the Board will elect a deputy Chairman
on an ad-hoc basis. The Board has established a Compensation Committee and an Audit Committee.
The company’s website and annual report provides detailed
information about the Board members expertise and capacities.
The Board is aware of the need for diversiﬁcation of its
members, in order to add value and to best serve the common
interests of Norse Energy and its shareholders (particularly
with respect to expertise, experience, social skills, and independence, ﬂexibility and time capacity).

9 The Work of the Board of Directors
The Board has ensured that the activities in Norse Energy
are soundly organized. This includes drawing up plans and
budgets for the activities of the company, keeping itself informed of the company’s ﬁnancial position and ensuring that
its activities, accounts and asset management are subject to
adequate control.
An annual schedule for Board meetings is prepared and discussed together with a yearly plan for the work of the Board.
The Board of Directors have the overall responsibility for
the management and supervision of the activities in general.
The Board decides the strategy of the company and has the
ﬁnal say in new projects and/or investments. The Chairman
of the Board ensures that the Board’s duties are undertaken
in efﬁcient and correct manner. The CEO is responsible for
the company’s daily operations and ensuring that all necessary information is presented to the Board. The Board shall
stay informed of the company’s ﬁnancial position and ensure
adequate control of activities, accounts and asset management. The Board member’s experience and skills are crucial to
the company both from a ﬁnancial as well as an operational
perspective.
10 Risk management and internal control
Financial and internal control as well as short- and long-term
strategic planning, and business development, all according
to the Norse Energy business idea and vision and applicable
laws and regulations, are the BOD’s responsibilities and the
essence of our work. Hence we must focus on ensuring proper
ﬁnancial and internal control, including risk control systems.
The Board approves the company’s strategy and level of
acceptable risk which is documented in the guiding tool
h&INANCIAL 2ISK -ANAGEMENTv
The company’s primary products, crude oil and natural gas,
are exposed to continuous price ﬂuctuations. Furthermore,
the development of oil and gas ﬁelds in which the company
is involved is associated with signiﬁcant technical risk. Such
operations might occasionally lead to cost overruns and
production disruptions, as well as delays compared with the
plans laid out by the operators of these ﬁelds. To mitigate such
ﬁnancial risks, the company has entered into several ﬁnancial
derivative transactions such as hedging of natural gas production, purchase of currency swaps (partially with ﬁxed interest)
and purchase of oil put options.
For further details on the use of ﬁnancial instruments, refer to
note 10 in the consolidated ﬁnancial statements and the comPANYS GUIDING TOOL h&INANCIAL 2ISK -ANAGEMENTv DESCRIBED IN
note 20 in the consolidated ﬁnancial statements.

The Board needs to be able to work as a forum in the best
interest of Norse Energy and its shareholders.
The Board has an Audit Committee, comprising Petter
Mannsverk Andresen and Lise Heien Langaard. Furthermore the Board has appointed a Compensation Committee,
comprising of Bjarte Bruheim and Jon-Aksel Torgersen. The
members are independent of the executive management.
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11 Remuneration of the Board of Directors
The remuneration of the Board of Directors will be decided
at the AGM each year. The Board members currently receive
remuneration for their work according to the following rates
per year:

s Norse Energy distributes all sensitive press releases as well as
all reports through Cision and Oslo Stock Exchange.

Board chair:
NOK 350,000
Board member: NOK 300,000
12 Remuneration of Executives
Norse Energy has appointed a Compensation Committee which
meets regularly. The objective of the committee is to determine
the compensation structure and levels of the company’s CEO.
Wages to and other remuneration of other members of management shall be decided by the administration. The principles
of remuneration shall be based on relevant directions approved
by the Board. Remuneration to the CEO shall be at market
terms and decided by the Board and made ofﬁcial at the AGM
every year. Awarded options must be approved at the AGM.
The Annual Report shall state the management’s regular wages,
payment in kind, bonus schemes, option agreements, pension
schemes and redundancy pay.
Detailed information about options and remuneration for executives and Board members is provided in the Annual Report
and on the company’s web site as well as notiﬁcations to the
Oslo Stock Exchange.
13 Information and Communication
Norse Energy’s information policy is based on transparency and
on providing the shareholders, investors and ﬁnancial market
with correct and timely information, in a way that safeguards the
principle of equal treatment of all shareholders, and satisﬁes the
regulations and practice applicable to listed companies. Norse
Energy’s key communication objectives are visibility, transparency and openness, and the company will achieve these objectives
through precise, relevant, timely and consistent information.
Norse Energy co-ordinates its external and internal communication activities to ensure that the company is presented in a
clear and consistent manner, and that the company’s brand and
reputation is managed properly. All sensitive information will
be controlled and disclosed in compliance with statutory laws
and the relevant stock exchange rules and regulations. Primary
insiders can trade in the company’s shares eight weeks after the
quarterly results are published.
Norse Energy gives four Quarterly presentations a year to
shareholders, potential investors and analysts, in addition to
presentations at conferences in and out of Norway.
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s Norse Energy’s website, www.NorseEnergy.com contains
comprehensive information regarding the company, its
activity and contact information, and is updated on a regular
basis. In addition all presentation materials are available on
the website.
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s Norse Energy publishes an annual ﬁnancial calendar which
can be consulted on the Oslo Stock Exchange website,
through news agencies and on the company’s website.
14 Takeovers
As of today the Board of Directors does not hold any
authorizations as set forth in Section 4–17 of the Securities
Trading Act, to effectuate defence measures of a takeover bid if
launched on Norse Energy Corp. ASA.
The Board may be authorized by the General Meeting to
acquire its own shares, but will not be able to utilize this
in order to obstruct a takeover bid, unless approved by the
General Meeting following the announcement for a takeover
bid.
15 Auditor
Deloitte AS was appointed as auditors last year.
Norse Energy has appointed an Audit Committee, which will
meet with the auditor regularly. The objective of the committee is to focus on internal control, independence of the auditor,
risk management and the Company’s ﬁnancial standing,
including the quarterly and annual ﬁnancial statements.
The Auditor will send a complete Management Letter/Report
to the Board – which is a summary report with comments
from the auditors including suggestions of any improvements
if needed. This is an important tool for the Board in order to
get a better overview and fulﬁl the control duties. The Auditor
is also present in at least one Board meeting each year.
In addition, the Board should receive an annual written conﬁrmation from the Auditor stating that the Auditor continues to
satisfy the requirements for independence. The Auditor should
provide the Board with a summary of all services that have
been undertaken for the company, in addition to the audit
work.
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Glossary and deﬁnitions
Bbl
Bcf
Bm3
BOE
Btu
Dth
IP
Mcf
MMcf
MMBOE
MMBtu
MMm3
Tcf

One barrel of oil, equal to 42 US gallons or 159 liters
Billion cubic feet
Billion cubic meters
Barrel of oil equivalent
British Thermal Units, the energy content needed to heat one pint of water by one degree Fahrenheit
Decatherm, the approximate energy equivalent of burning 100 cubic feet of natural gas
Initial production
Thousand cubic feet
Million cubic feet
Million barrels of oil equivalents
Million British thermal units
Million cubic meters
Trillion cubic feet

Conversion factors

Natural gas and LNG

To billion
cubic
metres
NG

billion
cubic
feet
NG

From
1 billion cubic metres NG

million
tonnes
oil
equivalent

million
tonnes
LNG

trillion
British
thermal
units

million
barrels
oil
equivalent

Multiply by
1.00

35.30

0.90

0.73

36.00

6.29

1 billion cubic feet NG

0.028

1.00

0.026

0.021

1.03

0.18

1 million tonnes oil equivalent

1.111

39.20

1.00

0.805

40.40

7.33

1.38

48.70

1.23

1.00

52.00

8.68

1 trillion British thermal units

0.028

0.98

0.025

0.02

1.00

0.17

1 million barrels oil equivalent

0.16

5.61

0.14

0.12

5.80

1.00

1 million tonnes LNG
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Norse Energy Corp. ASA (“Norse Energy” or “the Company”) became a public company five years
ago. During 2009, the Company capitalized further on its local presence in two of the most promising
energy regions in the world, offshore Brazil and onshore USA.
2009 has been an eventful year with particular emphasis on the strategic development of the
Company. The Company’s two operating units onshore US and offshore Brazil both offer great growth
opportunities and value creation potential but provide limited synergies and are considered to be too
small in their current markets. In order to exploit the full potential, the Company towards the end of
2009 initiated a process to demerge the Company. This was approved by an Extraordinary General
Meeting held in January 2010 and is expected to become effective in Q2 2010. Norse Energy Corp.
ASA will thus become a pure-play independent focusing on unconventional resources in North
America, whereas an application has been filed for a separate listing of the Brazilian entity with focus
on the South Atlantic region.
Norse Energy was listed on the Oslo Stock Exchange (OSE) on July 13, 2005 under the ticker symbol
“NEC”. The corporate headquarters are located in Oslo. The Company’s business activities comprise
exploration, production, transportation and marketing of oil and natural gas in two of the most
promising energy regions in the world. Operations in Brazil are managed out of Rio de Janeiro,
whereas the Company in the US has its main offices in Buffalo and Pittsburgh in close proximity to the
main assets in the Appalachian Basin.

Operational Description
Brazil Division
The Company currently participates in petroleum exploration and production via its Brazilian
subsidiaries Norse Energy do Brasil S.A, Coplex Petroleo do Brazil Ltda. (“Coplex”) and Rio das
Contas Produtora de Petroleo Ltda. (“Rio das Contas”). The Company is active in two geological
basins with a total of eight licenses: two in the Camamu-Almada basin offshore in the state of Bahia
and six offshore licenses in the Santos basin.
In the Camamu-Almada basin, the Company participates with a 10% net interest in the producing
Manati gas field. The field has been in production since 2007 and average production in 2009 was
3,267 BOE (~18,300 Mcf) per day (net to the Company’s 10% interest). The Company also holds a
10% interest in the Camarão Norte discovery (part of BCAM-40). This field was discovered in 2001,
and is located 9 km south of the Manati field with extensions to the south into the BM-CAL-4 block
which is 100% owned by El Paso. In addition, the Company holds a 20% interest in the Sardinha field.
This field is located 50 km south of the Manati gas field and was defined by 11 exploration wells
supported with 2D and 3D seismic prior to the Company’s acquisition of the field. Economic feasibility
studies have been conducted by the operator to analyze the optimal development of the field, and the
partners continue to evaluate conceptual solutions for a development.
In the Santos basin, the Company participates in the development of the BS-3 Integrated Project,
which includes the Cavalo Marinho (50% interest), Estrela-do-Mar (65% interest), Coral redevelopment (35% interest), Caravela (100% Petrobras), and a pipeline to shore. The Company and
its partners are currently working to optimize the field development plan for the BS-3 area. In addition,
the Company was the successful bidder for three offshore blocks in the 9th ANP Bid Round – the S-M
1035, S-M 1036 and S-M 1100 (50% interest in all blocks). The Company is the operator of these
fields, and a 3D seismic acquisition covering the 725 square kilometers area has been concluded.
Results are currently being analyzed and interpreted, and the Company expects to announce its
development strategy for the licenses later in 2010.
On March 15, 2010, Norse Energy announced its intention to form a South Atlantic oil and gas
independent by merging its Brazilian assets with Pan Petroleum, an oil company focusing on assets in
West-Africa. The transaction is expected to be concluded during the first half of 2010, and the new
combined Company seeks a separate listing on the Oslo Stock Exchange.
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US Division
The Company has three business segments in the US:
x Exploration and Production of natural gas (“E&P”)
x Gathering and Transmission of natural gas (“G&T”)
x Energy Marketing (“EM”)
Exploration and Production (E&P): The E&P business segment, Norse Energy Corp. USA,
produces natural gas with operations principally in central New York in the Herkimer, Utica and
Marcellus formations, as well as acreage holdings in western New York. The Company holds land
leases for approximately 180,000 acres, of which approximately 130,000 acres are located in central
New York. The land, geological and geophysical activities are run out of offices in Buffalo, NY.
The revenues in this business segment are derived from the sale of natural gas to customers in the
North East US. Included with this subsidiary are 67 miles of midstream gathering pipeline to enable
gas transport from the wells into three major interstate pipelines and a regional power network.
Gathering and Transmission (G&T): The G&T business comprises the operations of Norse Pipeline,
LLC and Nornew Energy Supply. Together these entities own and operate a 348 mile gathering and
transmission system. Norse Pipeline, LLC consists of about 320 miles of high pressure steel pipeline
capable of gathering natural gas from more than 6,500 gas wells located in western New York and
northwestern Pennsylvania. The gathering system has delivery points into major interstate pipelines,
as well as to local end users. Nornew Energy Supply comprises a 28 mile gathering system with a
utility contract that expires in 2020.
The revenues in this business segment are derived from the transportation and sale of retained natural
gas to end-users in North East US. Sales are accounted for on a gross basis and will thus fluctuate
with market prices.
Energy Marketing (EM): The EM business segment is made up of Mid American Natural Resources,
a well established energy marketing and trading company in the Appalachian region. The focus of the
EM subsidiary is to add value to the Company’s business by attracting gas flow to its proprietary
pipelines and by optimizing the value of Norse Energy's gas production and that of other local
Appalachian producers. The EM business offers a full range of services to the natural gas producers,
commercial and industrial consumers, and pipeline companies from the Ohio Valley to the East Coast
of the US.
The revenues in this business segment are mainly derived from the purchase and sale of natural gas
in the North East US. Sales are accounted for on a gross basis. As a result, the revenues will fluctuate
with changes in natural gas pricing.

The Accounts
The Board of Directors confirms that the annual financial statements have been prepared pursuant to
the going concern assumption, in accordance with §3-3 of the Norwegian Accounting Act, and that this
assumption was realistic at the time the accounts were approved. The premise of the going concern
assumption is based upon the financial position of the Company and the development plans currently
in place.
The financial statements reflect the activities in 2009, and the Company’s financial position is
considered to be sound. The consolidated accounts are presented in US dollars.

Financial Performance and Activities
2009 was a year impacted by the historical events of the global financial crises. With the gradual
restoration of world financial markets during 2009, Norse Energy also progressively returned to
financial stability. Profitability was mainly impacted by the remains of the exploration drilling program in
Brazil and the abandonment of the oil producing field in Brazil, Coral. However, with the secured long-
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term cash flow from both Brazil and the US, the Company was able to maneuver through the troubled
waters.
2009 stands out as a year of financial restructuring as the Company’s capital structure was
significantly strengthened through debt restructuring, subject to certain conditions precedent, and with
equity additions. Norse Energy negotiated improved terms for its USD 155 million corporate bond debt
as well as for the USD 80 million of commercial bank debt in Brazil. The restructuring of debt improves
not only liquidity but will also provide the Company with more time to capitalize on its huge resource
base. Additionally, the bond restructuring will facilitate for the contemplated demerger as bond debt
will be split between the US and Brazilian entities.
The Company also strengthens its equity base significant through several capitalization processes. In
the second quarter 2009, the Company completed a sale of 30% of its Brazilian subsidiary to Sector
Asset Management for a USD 30 million consideration. In September 2009, the Company completed a
10% share issue directed at Norwegian and foreign institutional investors raising additional USD 23
million. In early 2010, the Company has raised additional USD 56 million in share issues. Hence, the
financial solidity of the Company has greatly improved throughout the year.

Condensed Consolidated Income Statement
in USD thousands

Total revenues

2009

2008

Change

149 435

334 508

-55 %

-91 269
-5 960
-18 853
-18 770
-15 311
-25 936
-176 099

-206 500
-27 949
-27 225
-16 719
-25 911
-31 605
-335 909

-56 %
-79 %
-31 %
12 %
-41 %
-18 %
-48 %

-26 664

-1 401

1803 %

-680

-10 229

-93 %

Loss before taxes
Income tax expense

-27 344
5 036

-11 630
1 090

135 %
362 %

Net loss

-22 308

-10 540

112 %

Operating expenses
Trading purchase of natural gas
Production costs
Exploration and dry hole costs
Depreciation
Impairment
General and administrative expenses
Total operating expenses
Operating loss
Net financial items

In 2009, total revenue was USD 149.4 million, down from USD 334.5 million in the previous year. The
decline reflects that a significant portion of sales revenue relates to Norse Energy’s Marketing division
in the US, where oil and gas trading revenue and other income declined to USD 96.3 million in 2009
from USD 216.5 million in 2008. In accordance with IFRS, revenues from the Marketing division are
booked on a gross basis, and these fluctuate considerably with both gas volumes and changes in gas
prices. However, the main cost component for the EM division is gas purchases, which decreased in
line with the EM revenues.
Brazil E&P accounted for USD 34.7 million of revenue in 2009 (73.6 in 2008) and USA E&P for USD
15.3 million (40.9 in 2008). The remainder was derived from the gathering and transmission and
energy marketing activities.
Group production of oil and gas amounted to 4,217 BOE/day in 2009, down from 4,840 BOE/day in
2008. The decline mainly reflects the abandonment of Coral oil field, but also lower gas production
and sales from the Manati field due to low regional demand in the early part of the year. In the US, gas
production sales increased from 417 BOE/day to 1,075 BOE/day.
Production costs decreased sharply to USD 6.0 million in 2009, compared to USD 27.9 million in 2008.
The main reason was the abandonment of Coral and the lower volumes from oil production in Brazil.
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Exploration and dry hole costs totaled USD 18.9 million for the year, which is approximately 31% lower
than in the previous year. Depreciation increased to USD 18.8 million from USD 16.7 million in 2008.
This increase is mainly related to the US E&P segment and partially offset by a reduction relating to
the Manati field in Brazil. An impairment charge of USD 15.3 million was booked in 2009 compared to
USD 25.9 million in 2008. The impairment for 2009 mainly relates to the relinquishment of the BCAM40 exploration license.
As activity and number of employees were lower in 2009 than the previous year, general and
administrative expenses decreased from USD 31.6 million in 2008 to USD 25.9 million in 2009.
Operating loss for 2009 was USD 26.7 million, compared to an operating loss of USD 1.4 million in
2008. This mainly reflects that the figures in 2008 were positively affected by a divestment gain, and
also lower natural gas sales in Brazil in 2009.
Brazil E&P reported an EBITDA of USD 9.2 million in 2009 (19.8 in 2008) and USA E&P reported an
EBITDA of USD 3.4 million (25.9 in 2008), with the remainder derived from the gathering and
transmission activities, energy marketing and corporate overhead and eliminations.
Cash flows from operating activities were USD 10.3 million in 2009, compared to USD 5.9 million in
2008.
Net financial items were negative USD 0.7 million in 2009, compared with a negative USD 10.2 million
in 2008. The change was mainly attributable to a net foreign exchange gain of USD 24.6 million in
2009, compared with USD 5.8 million in 2008.
The Company has assets and liabilities denominated in both Norwegian Kroner and Brazilian Reais,
and gains or losses are recognized as these currencies fluctuate versus the US dollar. During 2006,
Norse Energy entered into two loans with detachable warrants. The warrants are separately listed on
the OSE under ticker code NEC-J, and the fair value of the warrants is estimated at each reporting
date with any change in the fair value being recorded in the income statement. The warrant effect was
a positive USD 0.7 million, compared with a positive USD 8.1 million the previous year.
Net interest costs amounted to USD 25.8 million in 2009 compared to costs of USD 23.8 million in
2008. For further details on the Company’s financial instruments and transactions, refer to note 12 in
the consolidated financial statements.
Income tax benefit for 2009 was USD 5.0 million compared to a benefit of USD 1.1 million in 2008.
The income tax benefit mainly reflects the recognition of previously unrecognized tax loss carry
forwards.
Net loss for 2009 was thus USD 22.3 million, compared to a net loss of USD 10.5 million in 2008.
Including exchange differences arising from translation of foreign operations and other comprehensive
income, the total comprehensive income amounted to a negative USD 1.5 million for 2009, compared
to a negative USD 16.6 million for 2008.
A negative USD 0.1 million was attributable to shareholders of the parent company and a negative
USD 1.4 million to non-controlling interests in 2009, whereas the negative USD 16.6 million in its
entirety was attributable to the shareholders of the parent company in 2008.
Norse Energy’s total assets increased USD 71.6 million to USD 469.7 million in 2009, which mainly
reflects an increase in production assets and equipment in Brazil.
Brazil E&P accounted for USD 292.9 million of total assets (228.9 in 2008) and USA E&P for USD
118.8 million (99.9 in 2008), with the remainder in the gathering and transmission activities, energy
and marketing and corporate overhead and eliminations.
Total current assets declined by approximately USD 4.7 million to USD 74.9 million, although cash and
cash equivalents increased by approximately USD 5.1 million to USD 37.3 million.
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Long-term liabilities were reduced by USD 54.4 million to USD 128.3 million, with the decline mainly
attributable to the reclassification of certain bond loans to current liabilities as their maturity dates are
in 2010. Short-term liabilities increased by USD 74.7 million to USD 222.3 million, primarily due to the
reason mentioned above. Please see a further discussion under “Funding” below.
Equity increased by USD 51.3 million to USD 119.0 million in 2009, and the book equity ratio
increased to 25.3% from 17.0% at the end of 2008. In the first quarter 2010, the Company carried out
a private placement of NOK 300 million and a subsequent repair issue of NOK 38.6 million to improve
the financial flexibility of the Company, and the Board of Directors is comfortable with the solidity of the
Company.

Coverage of Loss in Norse Energy Corp. ASA
The Board of Directors proposes that the loss for the year of NOK 111.6 million in the parent company
is transferred to other equity. As of December 31, 2009 the Company has NOK 302.6 million in
unrestricted equity.

Funding
The Company obtains its sources of funding from a mix of equity, bank debt, bonds and sale/farm-out
of assets. In the second quarter of 2009, the Company sold a 30% minority share in the subsidiary
Norse Energy do Brasil to funds managed by Sector Asset Management, the Company’s largest
shareholder, for a consideration of USD 30 million. This sale improved the Company’s balance sheet
and provided improved financial flexibility both for the Company and its Brazilian subsidiary.
The bondholder approved a restructuring in December 2009 that provides the Company time to
capitalize properly on its huge resource base. The average 1–2 year postponement of principal
repayments will provide the bondholders with additional security. In addition to the postponement of
principal repayment, the restructuring also entails a step-up in interest coupon and the issuance of
associated warrants.
Following this bond restructuring, the Company will have bond loans of approximately USD 155 million
(at USD/NOK = 5.90), of which 15% will be paid as early redemption to bondholders. After
prepayment, bond debt pledged to the US will be approximately USD 90.2 million and bond debt
pledged to the Brazilian entity will be approximately USD 41.3 million. The bond restructuring is
subject to certain conditions precedent and must be completed prior to June 30, 2010 in order to take
effect. For further details on these conditions precedent, refer to the proposed amendment documents
for each bond loan, available on www.NorseEnergy.com.
In the US, the Company utilizes reserve based lending to fund the ongoing drilling program. At the end
of 2009, the credit line was USD 21.75 million, classified as current debt. The US revolving credit is
based upon eligible reserves that are required to be redetermined twice a year.
On January 11, 2010, Norse Energy completed a private placement for a total of 70,588,235 new
shares at NOK 4.25 per share, directed towards Norwegian and international institutional investors.
Coupled with the recent bond restructuring, the NOK 300 million share issue and the NOK 38.6 million
repair issue provide the Company with a strong financial position from which to implement its growth
strategy.
For further details on the Company’s bond loans and funding, refer to note 17 in the consolidated
financial statements.

Risk Factors
The Company is committed to deliver its performance through safe and reliable operations. During
2009 Norse Energy continued the process of improving the safety management system. A corporate
safety committee is now meeting monthly and continuously monitors the safety performance.
There are certain inherent risk and uncertainties in investing in the Company. The main financial risks
are related to gas prices in the US, currency rates, interest rates and compliance with debt covenants.
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During the 2009, the Company has seen fluctuating oil and gas prices and large fluctuations in
currency rates.
The following are the key risk parameters and for more details see note 12.
Operational risks
Operational risks are dependent on the continued performance of the Company’s operational assets.
Future production of crude oil and natural gas is dependent on the Company’s ability to find, or
acquire and develop reserves and resources. Environmental, geological and infrastructural conditions
are often challenging and as a consequence costs can be higher than originally estimated.
The development of oil and gas fields in which the Company is involved is associated with technical
risk, alignment in the consortium when it comes to the development plans, and on obtaining the
necessary licenses and approvals from the authorities. Such operations might occasionally lead to
cost overruns and production disruptions, as well as delays compared to the plans laid out by the
operator of these fields. Furthermore, the Company has limited influence on operational risk related to
exploration success and development of industry cost.
The Company is exposed to fluctuations in the prices for oil and natural gas. To mitigate this risk in
Brazil, the Company has entered into a long-term take-or-pay contract with Petrobras for the sale of
natural gas from the Manati field.
In the US, the Company utilizes natural gas futures to hedge certain exposures to market price
fluctuations on its anticipated sales. The Company has entered into fixed price contracts for physical
delivery of gas, as well as forward contracts for a portion of production. The Company’s current
production is based on its continued successful development of the emerging Herkimer play which
continues to carry exploration risk.
Financing and liquidity risks
Liquidity risks arise from not having the necessary resources available to meet maturing liabilities with
regard to timing, volume and currency structure.
Based on Norse Energy’s proposed refinancing to be carried out in 2010, its current available credit
lines and business model, the Company regards the probability of financing and liquidity risks, which
could also lead to increased interest costs, as low. Nevertheless, it is important to note that failure to
maintain liquidity could have a financial impact on the Company’s performance.
In the US, the Company is required to maintain a defined working capital ratio, minimum net worth, a
ratio of general and administrative expenses to net revenues, senior debt to EBITDA, and other nonfinancial covenants related to its reserve base lending. At December 31, 2009, the Company was not
in compliance with the working-capital ratio, the general administrative expenses to net revenues, and
the senior debt to EBITDA covenant. Although in violation of the working capital ratio at December 31,
2009, management has cured this covenant with a cash contribution from Norse Energy Corp. ASA.
The general and administrative expense to net revenues issue arose from the sale of the Medina
assets and the building of resources by retaining staff to capitalize on the Company’s drilling
opportunities and take full advantage of the opportunities available with its existing acreage position.
The senior debt to EBITDA ratio rose above the required ratio as Q4 EBITDA declined due to lower
production in the quarter. The Company has communicated its position with its bank and has received
waivers from the lender on a quarterly basis.
In connection with the Brazilian debt restructuring, a waiver for non-compliance with the debt
covenants in 2009 is issued, but will be effectuated once the demerger is completed.
The bond restructuring is subject to certain conditions precedent and must be completed prior to June
30, 2010 in order to take effect. For further details on these conditions precedent, refer to the
proposed amendment documents for each bond loan, available on www.NorseEnergy.com.
Financial risk management is performed at a local level and by the group finance and accounting
function. The risk management efforts seek to minimize the potential adverse effects on the
Company’s financial performance. For details on how the Company manages the various financial
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risks, refer to note 22 of the consolidated financial statements the Annual Report 2009. The Company
utilizes derivative financial instruments such as currency swaps, cash flow hedging of gas production
and fixed price contracts to hedge against financial risk exposures. For details on these financial
instruments, refer to note 12 of the consolidated financial statements in the Annual Report 2009.
Currency risks
Currency risks for Norse Energy are a direct result of multi-currency cash flows within the Company.
The biggest single driver behind this risk results from the mismatch of the currencies required for
funding exploration and development initiatives versus the denominations of a large part of the
Company’s funding sources.
Interest risks
The Company is exposed to interest rate risk as entities in the group borrow money at both fixed and
floating interest rates. The risk is managed by maintaining an appropriate mix between fixed and
floating rate borrowings and by using interest rate currency swap contracts.

Corporate Governance
The principle behind good corporate governance is to establish and maintain a strong, sustainable and
competitive company in the best interest of the shareholders, employees, business associates, third
parties and society at large. The Board recognizes that the shareholders and others should have full
confidence in the way the Company is governed and managed. A successful value-added business is
profoundly dependent upon transparency and internal and external trust. Norse Energy believes that
this is achieved by building a solid reputation based on its financial performance, values and by
fulfilling promises. Thus, good corporate governance combined with the company code of conduct is
an invaluable tool in helping the Board to ensure that the Company properly discharges its duty.
The Board acknowledges the Norwegian Code of Practice for Corporate Governance of October 21,
2009 and the principle of comply or explain. Norse Energy has implemented the Code and will use its
guidelines as the basis for the Board’s governance duties. A summary of the corporate governance
policy is incorporated in a separate section of this report and a lengthier version of the policy is posted
on the Company’s website at www.NorseEnergy.com.

Discrimination and Equal Employment Opportunities
Norse Energy is an equal opportunity employer, and integrates an equality concept into its human
resources policies. All employees are governed by Norse Energy’s codes of ethics and operations to
ensure uniformity within its workforce. At Norse Energy, a diversified working environment is
embraced, valuing and respecting individual abilities and differences. Employees are remunerated
based upon skill level, performance and position within the Company. Norse Energy is a knowledgebased company in which a majority of the workforce has earned a college or university level
education, or has obtained industry-recognized skills and qualifications specific to their job
requirements. Norse Energy supports its employees in continuing development of their skills through
ongoing education that furthers Norse Energy’s goals of being at the forefront of efficient and
innovative industry practices.
During 2009, Norse Energy expanded its workforce in response to the Company’s continued
operational growth and to support future growth The Company employed 101 persons at the end of
2009, whereof 4 in Norway, 11 in Brazil, 85 in the US, and 1 in Canada, 63 % were men and 37 %
were women. There are currently no women in Norse Energy’s senior management. Overall workforce
turnover is relatively low.

Health, Safety and the Environment (HSE)
In order for Norse Energy to meet its goals, the Company maintains high standards in its work
environment, whether in the office or in the field. The safety of the Company’s employees is of the
highest priority, thus focus is on continuing to maintain and improve its work environment and to be
flexible with implementing new procedures to ensure consistency in safety results as conditions
change. This is especially critical during the temperature extremes of the US operations, as weather is
frequently a factor in adhering to safety parameters. Norse Energy’s primary goal is to observe all
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health, safety and environmental regulatory requirements, and to conduct its operations in such a way
that it does not harm people or the environment.
The Company’s activities in Norway do not pollute the environment. In Brazil, the Company’s 2009
operations were all conducted in licenses where the operator carries the physical responsibilities of
operating at acceptable HSE standards on behalf of the licensees. To the Company’s satisfaction, no
accidents resulting in loss of human lives or damages to individuals or property have been noted.
Furthermore, to the Company’s knowledge, all the operations where the Company was involved have
been conducted within limits set by approved environmental regulatory authorities.
In the US, where the Company operates nearly all of its oil and gas properties, Norse Energy follows
strict environmental and safety policies in accordance with US federal and state regulatory
requirements governing such exploration and production activities. During 2009, the Company
complied with federal, state and local level regulations regarding workers’ health, safety and the
environment.
The US E&P and G&T divisions employed an expert with specific experience in safety matters to
further improve the Company’s policies. These divisions conduct annual Occupational Safety and
Health Administration (OSHA) training, safety meetings and have established written safety
procedures.
Company time lost due to employee illness or accident was less than one percent during both 2009
and 2008, and considerably lower than industry standards in our categories. It is the Company’s policy
to always work towards identifying and employing technical solutions that ensure safe and efficient
operations. This policy has been pursued during 2009 for all identified development projects.
The working environment in the Company is considered good, characterized by an entrepreneurial
spirit where constructive ideas and initiatives are welcome, and trust between employees and
management is solid.

Directors and Shareholders
According to its articles of association, the Company must have a minimum of five and a maximum of
eight directors on its Board. The current number of Board members is five, all non-executive directors.
Two Board members are female. The members have varied backgrounds and experience which offer
the Company valuable perspectives. The Board held 18 meetings during the year.

Outlook
The demerger of the Company will create two distinct business cases, each operating in two highly
attractive areas and both positioned to take advantage of substantial growth opportunities. The
Company aims to list the Brazilian entity on the Oslo Stock Exchange during the second quarter of
2010.
In the US, the Company reached its 2009 production target of 12,000 Mcf (2,137 BOE) per day at year
end but was unable to sustain this level into Q1-10 due to unexpected water influx on some of our
Herkimer wells. As production now appears to have stabilized at around 7,800 Mcf (1,389 BOE) per
day, we are shooting a 3D seismic survey covering 38,000 acres to further support and understand the
optimal geological setting both for our Herkimer play and future anticipated shale opportunities in the
Marcellus and Utica shales. As the New York Department of Environmental Conservation moves
toward implementation of the Supplemental Generic Environmental Impact Statement, the SGEIS, the
Company is preparing for commencement of commercial development of its large shale resource
potential. Based on current projections, the Company continues to anticipate achieving the 2010
production goal of 24,000 Mcf (4,275 BOE) per day by year’s end.
In Brazil, the Company is working on securing a gas sales agreement for Manati volumes exceeding
the current take-or-pay agreement. Along with the finalization of our 3D seismic interpretation and
analysis on the Company’s three operated blocks in the Santos Basin, Norse Energy continues to
work towards a commercialization of its proven reserves and contingent resources for the BS-3
Integrated project in Southern Santos.
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We wish all the best going forward as shareholders in two publicly listed companies as we separate
our US and Brazilian businesses.

The Board of Directors
Oslo, April 29, 2010
Norse Energy Corp. ASA

Dag Erik Rasmussen
Styreformann

Bjarte Bruheim
Styremedlem

Katherine H. Støvring
Styremedlem

Odd Næss
Styremedlem

Kathleen Arthur
Styremedlem

Øivind Risberg
Administrerende direktør
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Consolidated statement of comprehensive income
Note

in USD thousands, execept earnings per share

6

Total revenues
Trading purchase of natural gas
Production costs
Exploration and dry hole cost
Depreciation
Impairment
General and administrative expenses

2009

2008

2007

149 435

334 508

214 711

-91 269

-206 500

-141 588

-5 960

-27 949

-25 802

-18 853

-27 225

-2 629

6,10,11

-18 770

-16 719

-28 901

10,11

-15 311

-25 911

-26 159

6,7

Total operating expenses
Operating loss

-25 936

-31 605

-17 870

-176 099

-335 909

-242 949

-26 664

-1 401

-28 237

Interest income

6

3 450

5 190

4 002

Interest expense

6

-29 259

-28 961

-20 064

6

24 649

5 828

4 146

4,6

480

7 714

3 711

-680

-10 229

-8 205

Net foreign exchange gain
Other financial items
Net financial items

-27 344

-11 630

-36 442

Income tax

Loss before taxes
8

5 036

1 090

7 737

Net loss

6

-22 308

-10 540

-28 705

20 620

-6 089

7 458

181

26

-564

Other comprehensive income / -loss

20 801

-6 063

6 894

Total comprehensive income / -loss

-1 507

-16 603

-21 811

-18 476

-10 540

-28 705

-3 832

-

-

-22 308

-10 540

-28 705

-21 811

Exchange differences arising from translation of foreign operations
Other comprehensive income

Net loss attributable to:
Shareholders of the parent company
Non-controlling interests
Total
Total comprehensive loss attributable to:
Shareholders of the parent company

-69

-16 603

Non-controlling interests

-1 438

-

-

Total

-1 507

-16 603

-21 811

Basic and diluted earnings per share

9
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-0,05

-0,03

-0,08

Consolidated statement of financial position
Note

in USD thousands

2009

2008

ASSETS
Non-current assets
Intangible assets
License interests and exploration assets

10

148 984

132 386

Goodwill and other intangible assets

11

5 719

5 755

Deferred tax assets

8

Total intangible assets

22 564

10 105

177 267

148 246

205 140

150 218

Properties and field investments
Field investment and equipment

10

Other fixed assets

10

5 680

6 252

Total properties and field investments

210 820

156 470

Investment in equity accounted investees

-

1 852

Other non-current assets

12

6 666

11 911

394 753

318 479

-

290

12

37 628

47 102

12,15

37 303

32 207

Total non-current assets
Current assets
Inventory

14

Accounts receivable and other short-term assets
Cash and cash equivalents
Total current assets
TOTAL ASSETS
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74 931

79 599

469 684

398 078

Consolidated statement of financial position
Note

in USD thousands

2009

2008

EQUITY AND LIABILITIES
Equity
Share capital

14

49 007

43 614

Share premium

14

17 627

261

-14

-14

Treasury shares
Other paid in capital

76 983

76 983

Total paid-in equity

143 603

120 844

Other equity

-54 650

-53 095

88 953

67 749

Total equity attributable to shareholders of the parent
Non-controlling interests

25

30 084

-

119 037

67 749

17

94 750

145 360

8

223

11 788

Asset retirement obligations

18

13 172

4 874

Other long-term liabilities

12

20 203

20 681

128 348

182 703

Total equity
Non-current liabilities
Long-term interest-bearing debt
Deferred tax liabilities

Total non-current liabilities
Current liabilities
Asset retirement obligation

18

-

10 950

Accounts payable

12

30 989

26 563

Short-term interest-bearing debt

17

158 160

84 007

Other current liabilities

12

33 150

26 106

Total current liabilities

222 299

147 626

TOTAL EQUITY AND LIABILITIES

469 684

398 078

Oslo, April 29, 2010

Dag Erik Rasmussen
Chairman

Bjarte Bruheim
Board member

Katherine H. Støvring
Board member

Odd Næss
Board member

Kathleen Arthur
Board member

Øivind Risberg
Chief Executive Officer
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Consolidated statement of changes in equity

Note

in USD thousands

At January 1, 2008
Net loss for the year

6

Other
paid in
capital

Attributable to
parent
shareholders

Share
premium
reserve

Treasury
shares

43 526

76 983

-14

-

-45 604

8 532

83 423

-

-

-

-

-10 540

-

-10 540

Share
capital

Retained
earnings

Other
Equity

Noncontrolling
interests

Total
83 423

-

-10 540

Other comprehensive income for the year:

-

Net value gain on cash flow hedges

-

-

-

-

-

26

26

-

26

Currency translation and other adjustments

-

-

-

-

-

-6 089

-6 089

-

-6 089

Total comprehensive income for the year

-

-

-

-

-10 540

-6 063

-16 603

-

-16 603

Share premium reserve reduction (1)

16

-

-76 983

-

76 983

-

-

-

-

-

Share issue

16

88

261

-

-

-

-

349

-

349

Employee share options

13

At December 31, 2008
At January 1, 2009
Net loss for the year

6

-

-

-

-

-

580

580

-

580

43 614

261

-14

76 983

-56 144

3 049

67 749

-

67 749

43 614

261

-14

76 983

-56 144

3 049

67 749

-

67 749

-

-

-

-

-18 476

-

-18 476

-3 832

-22 308

2 394

20 620

-1 438

-1 507

Other comprehensive income for the year:

-

Currency translation and other adjustments

-

-

-

-

-

18 226

18 226

Other comprehensive income

-

-

-

-

-

181

181

Total comprehensive income for the year

-

-

-

-

-18 476

18 407

-69

5 393

17 366

-

-

-

-

22 759

-

-

-

-

-

-1 522

-1 522

31 522

30 000

-

-

-

-

-

36

36

-

36

-

-

-

-

-

49 007

17 627

-14

76 983

-74 620

30 084

119 037

Share issue
Sale of non-controlling interest

16
(2)

Employee share options
Currency translation and other adjustments
At December 31, 2009

13

181

22 759

19 970

88 953

-

(1)ThereductioninsharepremiumapprovedattheAnnualGeneralmeetingheldinMay2008,wasregisteredwiththeRegisterofBusinessEnterprisesinApril2009.

(2)Thenoncontrollingintereststhataroseinthesecondquarterof2009wasrecognizedasanequitytransaction,inwhichthedifferencebetweenthefairvalueoftheconsiderationreceivedandthenetcarryingvalueofthenon
controllinginterestssoldisrecognizedasequityattributabletotheshareholdersoftheparentcompany.
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Consolidated statement of cash flow
Note

in USD thousands

2009

2008

Cash flows from operating activities
Net loss

4

-22 308

-10 540
16 719

Adjustments to reconcile net profit / (-) loss to cash flows from operating activities:
Depreciation

10,11

18 770

Impairment and non-cash items of dry-hole & exploration

4

23 790

16 600

Market adjustments, warrants, options and shares

12

-30 015

-27 158

-1 547

-27 981

Other non-cash items

41 176

Gain on disposal of properties and field investments
Interest income

6

-3 450

-5 190

Interest expense

6

29 259

28 934

6

99

58

Share of loss from associates
Movements in working capital:
Change in accounts receivable and other short-term assets
Change in accounts payable
Change in other assets and liabilities
Net cash flows from operating activities

9 733

-6 621

717

-22 047

-14 752

1 974

10 296

5 924

1 949

66 652

Cash flows from investing activities
Proceeds from sale of acquired assets
Investment in shares
Interest received
Payments for properties and field investments

10

Investment in other assets
Net cash flows from investing activities

-

-446

168

9 023

-46 660

-71 969

-

-2 313

-44 543

947

349

Cash flows from financing activities
Proceeds from issuance of shares, net

16

22 759

Proceeds from sale of non-controlling interests

4

30 000

-

Proceeds from long-term interest-bearing debt

17

2 409

50 796

Proceeds from short-term interest-bearing debt

17

Interest paid

19 082

42 061

-19 402

-22 697
-101 969

Repayment of interest-bearing debt

17

-20 098

Proceed from settlement of derivatives

12

-

14 853

34 750

-16 607

Net cash flows from financing activities
Effect of foreign currency translation adjustment on cash balances

4 593

-1 804

Change in cash and cash equivalents during the period

5 096

-11 540

Cash and cash equivalents at beginning of the period

15

32 207

43 747

Cash and cash equivalents at the end of the period

15

37 303

32 207
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Note 1. Corporate information
Norse Energy Corp. ASA is a public limited liability company incorporated and domiciled in Norway.
The address of the main office is Dronning Maudsgt. 1-3, 0124 Oslo, Norway. The consolidated
financial statements for the year ended December 31, 2009, were approved by the Board of Directors
on April 29, 2010. The principal activity of Norse Energy Corp. ASA and its subsidiaries is the
acquisition, exploration and development of oil and natural gas properties in the US and Brazil.
The company’s shares are traded on the Oslo Stock Exchange under the ticker symbol NEC.

Note 2. New and revised International Financial Reporting Standards (IFRSs) and
interpretations
At the date of these financial statements the following standards and interpretations were in issue but
not yet effective:
The revised version of IFRS 3 Business Combinations, issued in January 2008, covers definition,
identification, accounting for and disclosure of business combinations, inclusive of business
combinations achieved in stages. It will be applicable to business combinations occurring in annual
periods beginning on or after July 1, 2009. Norse Energy is still determining the potential impact of
this standard upon adoption of the revised standard on January 1, 2010.
The amended version of IAS 27 Consolidated and Separate Financial Statements, issued in January
2008, primarily covers amendments related to accounting for non-controlling interests and the loss of
control of a subsidiary, and is effective for annual periods beginning on or after July 1, 2009. There is
not expected to be any material effect on Norse Energy’s reported net income or equity on adoption
of the amendment on January 1, 2010.
The Improvements to IFRS 2009, issued in April 2009, include amendments effective for accounting
periods beginning on or after July 1, 2009, or January 1, 2010, respectively, depending on the
standard involved, and include amendments to a number of accounting standards. None of the
amendments are expected to significantly impact Norse Energy's net profit, equity or classifications in
the balance sheet or statement of income.
IFRS 9 Financial Instruments, issued in November 2009, covers the classification and measurement
of financial assets and will be effective from January 1, 2013. IFRS 9 also entails amendments to
various other IFRSs effective from the same date. Norse Energy has not yet determined its adoption
date for this standard, and is still evaluating the potential impact of this standard.
The revised IAS 24 Related Party Disclosures, issued in November 2009, defines the term related
party and establishes disclosure requirements to be applied, and will be effective from January 1,
2011. Norse Energy will comply with the revised standard and provide relevant disclosure upon
adoption as applicable.
The amendment to IAS 32 Classification of Rights Issues, issued in November 2009, and effective
from accounting periods beginning February 1, 2010 or later, the amendment to IFRS 2 Group Cashsettled Share-based Payment Transactions issued in July 2009 and effective from January 1, 2010,
and IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments issued in November 2009
and effective for annual periods beginning on or after July 1, 2010. Norse Energy is still evaluating
the potential impact.
Standards affecting presentation and disclosure
IAS 1(2007), effective from January 1, 2009, has introduced terminology changes (including revised
titles for the financial statements) and changes in the format and content of the financial statements.
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Improving Disclosures about Financial Instruments (Amendments to IFRS 7 Financial Instruments:
Disclosures). The amendments to IFRS 7 expand the disclosures required in respect of fair value
measurements and liquidity risk. The Group has elected not to provide comparative information for these
expanded disclosures in the current year in accordance with the transitional reliefs offered in these
amendments.

Note 3. Summary of significant accounting policies
Statement of compliance and of preparation
The consolidated financial statements of Norse Energy Corp. ASA and its subsidiaries (“Norse
Energy” or the “Group”) have been prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted by the EU. The consolidated financial statements are prepared on a
historical cost basis, except for certain financial instruments which have been measured at fair value.
The principal accounting policies applied in the preparation of these consolidated financial statements
are set out below. These policies have been consistently applied to all years presented, unless
otherwise stated.
Basis of consolidation
The consolidated financial statements include Norse Energy Corp. ASA and its subsidiaries as of
December 31 for each year. Subsidiaries are fully consolidated from the date of acquisition, being the
date on which the Group obtains control, and continue to be consolidated until the date that such
control ceases.
All inter-company transactions and balances are eliminated in the consolidation.
Non-controlling interests in subsidiaries are identified separately from the Group’s equity therein. Total
comprehensive income is attributed to non-controlling interests even if this results in the noncontrolling interests have a deficit balance.
The purchase method of accounting is applied for business combinations. The cost of the acquisition
is measured as the aggregate of the fair values, at the date of exchange, of assets given, liabilities
incurred or assumed, and equity instruments issued by the acquirer, in exchange for control of the
acquirer plus any cost directly attributable to the business combination.
If the initial accounting for a business combination can only be determined provisionally, then
provisional values are used. However, these provisional values may be adjusted within 12 months
from the date of the combination.
Balance sheet classification
Assets and liabilities with a settlement date of more than one year from the balance sheet date are
classified as non-current items. Other assets and liabilities are classified as current items.
Foreign currency translation
The consolidated financial statements are presented in USD, which is the functional currency of Norse
Energy Corp. ASA. Functional currency is the currency of the primary economic environment in which
each company operates and is normally the currency in which the company primarily generates
revenues and incurs expenses.
In individual companies, transactions in foreign currencies are initially recorded in the functional
currency by applying the rate of exchange prevailing at the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies are translated into the functional currency at the rate
of exchange prevailing at the balance sheet date. Any resulting exchange differences are included in
the income statement. Non-monetary assets and liabilities that are measured in terms of historical cost
in a foreign currency are translated into the functional currency using the rates of exchange as at the
dates of the initial transactions.
In the consolidated financial statements, the assets and liabilities of non-USD functional currency
subsidiaries, including related goodwill, are translated into USD at the rate of exchange ruling at the
balance sheet date. The results and cash flows of non-USD functional currency subsidiaries are
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translated into USD using applicable average rates as an approximation for the exchange rates
prevailing at the dates of the different transactions. Foreign exchange adjustments arising when the
opening net assets and the profits for the year retained by non-USD functional currency subsidiaries
are translated into USD are taken to a separate component of equity.
The foreign exchange rates applied were:
2009
Average
Reporting
rate
date rate

2008
Average
Reporting
rate
date rate

Norw egian Kroner/USD

6,3227

5,7767

5,6361

6,9989

Brazilian Real/USD

2,0249

1,7412

1,8375

2,3370

Change in functional currency in Brazil
After the production from the Coral field ceased in the fourth quarter 2008, the company’s subsidiaries
Norse Energy do Brasil (“NEdB”) and Coplex Petroleo do Brasil (“Coplex”) no longer have revenues
denominated in US dollar. Costs for these entities are mainly denominated in Brazilian Reais. It is
NEC management’s view that going forward; Reais will be the currency of the primary economical
environment in which NEdB and Coplex operate.
Following this development, it was deemed necessary to change the functional currency of these two
subsidiaries from US dollar to Brazilian Reais. The company’s subsidiary Rio das Contas, with its 10%
Manati ownership, remains a Reais functional currency entity. In accordance with IAS 21 The Effects
of Changes in Foreign Exchange Rates, the change of functional currency is accounted for
prospectively. All items are translated into the new functional currency using the exchange rate at the
date of the change (January 1, 2009). For non-monetary items, the resulting translated amounts are
carried at their historical cost.
Investments in associates
An associate is an entity over which the Group has significant influence and is neither a subsidiary nor
a joint venture interest. Significant influence is defined as the power to participate in the financial and
operating policy decisions of the investee, but is not control or joint control over those policies.
Significant influence is presumed to exist when the company holds an interest between 20% and 50%
in another entity. However, significant influence can also exist when the company has an ownership
interest less than 20% if factors such as representation on the board of directors or influence of the
day-to-day decision-making in the other entity are present.
Associates are accounted for using the equity method and are initially recognized at cost. As a result,
the consolidated financial statements includes the entity’s share of the income and expenses and
equity movements of the investee, after adjustments to align the accounting principles of the investee
to those of the Group, from the date that significant influence commences until the date such influence
ceases. When the company’s share of losses exceeds the interest in the investee, the carrying
amount of the interest is reduced to zero and further losses are only recognized to the extent that the
company has an obligation or has made payments on behalf of the investee.
Where a group entity transacts with an associate of the company, profits and losses are eliminated to
the extent of the company’s interest in the relevant associate.
As of December 31, 2009 and 2008, the Group had an investment in an entity of USD 1.5 million and
USD 1.6 million, respectively. In 2008, the entity was accounted for under the equity method in that the
Group was deemed to have significant influence by the fact it had an 18% ownership interest, a right
to appoint one director, and were involved in the day-to-day technical operations. Early in 2009 this
status changed in that no director was ever appointed and there is no involvement in the day-to-day
technical operations. As a result of this change in influence, the Group now accounts for this
investment on the cost basis.
Jointly controlled assets
The Group recognizes its interests in jointly controlled field assets by accounting for its share of sales,
production costs and exploration cost using the line-by-line reporting format for proportionate
consolidation. The Group share of field investments are included pro rata in the balance sheet.
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Revenue recognition
Sale of petroleum products
Sale of petroleum products are recognized as income using the “entitlement method”. Under this
method, revenue is recorded on the basis of the company’s proportionate share of total gas sold from
the affected wells. A liability is recorded for the share of the production owned by any partners or
royalty owners in the property. Revenue from fields in production is recorded net of royalties.
Gathering and transmission revenue
Revenue for the transportation of natural gas is recognized based on volumes delivered in accordance
with contractual terms.
Energy marketing revenue
Revenue from the sale and marketing of gas is recognized in the period in which the commodity is
delivered to customers. Sales revenues and purchases related to the sale and marketing of gas are
recorded gross, as the entity takes title to the gas it buys and bears the risks associated with the
trading cycle such as marketing risk and credit risk.
Income tax
Income tax expense represents the sum of the tax currently payable and deferred tax.
Current tax
The tax currently payable is based on taxable profit for the year.

Deferred tax
Deferred tax is recognized on differences between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax base used in the computation of taxable profit and is
accounted for using the asset and liability method. Deferred tax liabilities are generally recognized for
all taxable temporary differences, and deferred tax assets are generally recognized for all deductible
temporary differences to the extent that it is probable that taxable profits will be available against
which those deductible temporary differences can be utilized. Such assets and liabilities are not
recognized if the temporary difference arises from goodwill or from the initial recognition (other than in
a business combination) of other assets and liabilities in a transaction that affects neither the taxable
profit nor the accounting profit.
Deferred tax liabilities are recognized for taxable temporary differences associated with investments in
subsidiaries and associates, and interests in jointly controlled assets and joint ventures, except where
the group is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from
deductible temporary differences associated with such investments and interests are only recognized
to the extent that it is probable that there will be sufficient taxable profits against which to utilize the
benefits of the temporary differences and they are expected to reverse in the foreseeable future.
Current and deferred tax for the period
Current and deferred tax are recognized as expense or income in the income statement, except when
they relate to items recognized directly to equity, in which case the tax is also recognized directly in
equity, or where they arise from the initial accounting for a business combination. In the case of a
business combination, the tax effect is taken into account in calculating goodwill or determining the
excess of Norse Energy’s interest in the net fair value of the acquiree’s identifiable assets, liabilities
and contingent liabilities over cost.
Earnings per share
Earnings per share is calculated using earnings for the period divided by the weighted average
number of shares outstanding during the period. When calculating the diluted earnings per share, the
earnings that is due to the ordinary shareholders of the parent and the weighted average number of
ordinary shares outstanding are adjusted for the dilution effects relating to warrants and employee
share options.
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Non-current assets held for sale
Non-current assets and disposal groups classified as held for sale are measured at the lower of
carrying amount and fair value less costs to sell. Non-current assets and disposal groups are classified
as held for sale if their carrying amounts will be recovered through a sale transaction rather than
through continued use. This condition is regarded as met only when the sale is highly probable and
the asset or disposal group is available for immediate sale in its present condition. The Group’s
management must be committed to the sale, and the sale should be expected to qualify for recognition
as a completed sale within one year from the date of classification. Once property, plant and
equipment and intangible assets are classified as held for sale, no further depreciation will take place.
Goodwill
Excess value on the purchase of operations that cannot be allocated to identifiable assets or liabilities
on the acquisition date is classified in the balance sheet as goodwill. In a business combination,
goodwill is measured after initial recognition at cost less any accumulated impairment losses. Goodwill
is tested for impairment annually or more frequently if events or changes in circumstances indicate
that it might be impaired.
License interests, exploration assets, properties and field investments and depreciation
The Group accounts for its oil and natural gas exploration, development and production activities
under the successful efforts method of accounting. Accordingly, all costs to acquire mineral interests in
oil and natural gas properties, to drill and equip exploratory wells that find proved reserves, to drill and
equip development wells that have proven reserves development costs are capitalized. Such assets
will be re-classified to properties and field investments when the technical feasibility and commercial
viability of extracting the resources are demonstrable. Costs to drill exploratory wells that do not find
proved reserves, exploratory geological and geophysical costs, and costs of carrying and retaining
unproved properties are expensed.
Capitalized costs of producing oil and natural gas properties, after considering estimated residual
salvage values, are depreciated and depleted by the unit-of-production method. Costs for future
abandonment retirement obligations of the offshore and onshore facilities are capitalized as part of the
investment and accrued as a liability. Interest costs related to financing for fields under development
are being capitalized in accordance with the Group’s accounting policy.
Depreciation for the natural gas gathering systems and transmission lines, and the depreciation of
furniture fixtures and equipment are computed using the straight-line method over useful life.
Expenditures on major maintenance, refits or repairs comprise the cost of replacement assets or parts
of assets, inspection costs and overhaul costs. Where an assets or part of an asset that was
separately depreciated is replaced and it is probable that future economic benefits associated with the
item will flow to the Group, the expenditure is capitalized. Inspection costs associated with major
maintenance programs are capitalized and amortized over the period to the next inspection. Overhaul
costs for major maintenance programs are expensed as incurred. All other maintenance costs are
expensed as incurred.
Impairment
An assessment of impairment is made for each reporting period or when there is an indication of a
reduction in value relating to license interests and exploration assets and properties and field
investments. If an asset’s carrying amount is higher than the asset’s recoverable amount, an
impairment loss will be recognized in the income statement. In the case of a write-down, the fair value
will be set at the highest of market value and value in use. If no market value is available, the fair value
is set at the net discounted future cash flows. For the oil and gas fields, capitalized costs less
accumulated depreciation are compared with the estimated discounted value of the cash flows from
the fields, based on management’s expectations of future reserves as well as economic and operating
conditions. If the discounted value of the field is lower than the book value, the field is written down to
its fair value.
Intangible assets such as capitalized exploration costs and license acquisition costs are subject to
management review at least quarterly to confirm that the carrying amount does not exceed the
recoverable amount. The evaluation includes technical, commercial and management reviews and the
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assessment of whether plans for future drilling in the license exists or whether a development decision
is planned in the near future. When this is no longer the case, the costs are written off.
A previously recognized impairment loss is reversed only if there has been a change in the estimates
used to determine the recoverable amount, however not to an extent greater than the carrying amount
that would have had, if no impairment loss had been recognized in prior years. Such reversals are
recognized in the profit and loss account.
Leasing
The Group is leasing certain assets which most of the risk and return associated with the ownership of
the assets have not been transferred. The leases are classified as operating leases and recognized in
the income statement.
Derivatives and hedge accounting
Derivatives are recorded in the balance sheet at their fair value as either assets or liabilities. Typical
derivatives for the company include forward sales of natural gas, oil put options and currency swaps.
Adjustments in the fair value of the derivatives are reflected in the current period’s profit and loss,
unless the contract qualifies for cash flow hedge accounting.
Norse Energy’s criteria for classifying a derivative as a cash-flow hedge are as follows: (1) The hedge
is expected to be effective in that it counteracts changes in the fair value of an identified asset or cash
flows from forthcoming transactions – a hedging efficiency within the range of 80–125% is expected,
(2) the effectiveness of the hedge can be reliably measured, (3) there is adequate documentation
when the hedge is entered into that the hedge is effective, (4) for cash-flow hedges, the forthcoming
transaction must be probable, and (5) the hedge is evaluated regularly and has proven to be effective.
Changes in the fair value of a hedging instrument that meet the criteria for cash flow hedge accounting
are taken directly to equity. The ineffective part of the hedging instrument is recognized directly in the
income statement.
If the hedge of a cash flow results in an asset or liability being recognized, all former gains and losses
recognized directly in equity are transferred from equity and included in the initial measurement of the
asset or liability. For other cash-flow hedges, gains and losses recognized directly in equity are taken
to the income statement in the same period as the cash flow which comprises the hedged object is
recognized in the income statement.
If the hedge no longer meets the criteria for cash-flow hedge accounting, the hedge accounting is
discontinued. The cumulative gain or loss on the hedging instrument recognized directly in equity
remains separately recognized in equity until the forecast transaction occurs.
If the hedged transaction is no longer expected to occur, any previously accumulated gain or loss on
the hedging instrument that has been recognized directly in equity will be recognized in profit or loss.
Share options granted to employees
The Group has an equity-settled stock option program. The cost of equity-settled transactions with
employees is measured by reference to the fair value at the date at which they are granted. The cost
of equity-settled transactions is recognized, together with a corresponding increase in equity, over the
period in which the performance conditions are fulfilled, ending on the date on which the relevant
employees become fully entitled to the award (vesting date).
Pension expenses
All employees in Norway and the US are organized under a defined contribution plan in which pension
fund contributions are charged to profit upon payment. There is no pension plan for the employees in
Brazil.
Cash and cash equivalents
Cash and cash equivalents consist of cash, demand deposits and highly liquid financial instruments
with an original maturity of three months or less after the purchase date.
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Receivables
Receivables are measured at amortized cost using the effective interest method, less any impairment.
Interest income is recognized by applying the effective interest rate, except for short term receivables
when the recognition of interest income would be immaterial.
Inventory
Inventory consists of crude oil and is valued at lower of production cost and net realizable value.
Production cost consists of cost of direct material, labor and a proportion of corporate overhead cost.
Net realizable value is the estimated selling price in the ordinary course of business, less estimated
selling expenses.
Equity
Treasury shares
The par value of treasury shares is presented in the balance sheet as a negative equity element. The
purchase price in excess of the par value is recognized in other equity. Gains and losses on
transactions involving Norse Energy's shares are not recognized in the income statement.
Costs of equity transactions
Transaction costs relating to an equity transaction are recognized directly in equity after deducting tax
expenses. Only transaction costs directly linked to the equity transaction are recognized directly in
equity.
Cash-flow hedges
Cash-flow hedges represent the total net change in the fair value of the cash-flow hedge until the
hedged cash flow arises or is no longer expected to arise.
Loans
Loans are recognized at the amount received, net of transaction costs. The loans are thereafter
recognized at amortized costs using the effective interest rate method, with the difference between the
net amount received and the redemption value being recognized in the income statement over the
term of the loan.
The Group has bond loans with detachable warrants that are denominated in USD. The warrants are
settled in NOK. The IFRS definition of an equity instrument has not been met. As a result, these
warrants have been classified as a liability. The warrants are adjusted to fair value at each reporting
date with a corresponding charge to the income statement.
An exchange of bonds with substantially different terms or a substantial modification of terms is
accounted for as an extinguishment of the original financial liability and recognition of the new financial
liability. Change of currency in the bonds is considered a substantial modification.
Asset retirement obligation
Net present value of the estimated asset retirement obligation is recognized as soon as the obligation
to dismantle and remove production assets, pipelines and other installations is incurred. The
corresponding cost of the retirement obligation is capitalized as part of the field investments and
depleted. The asset retirement obligation is accreted to the liability, with the accretion of the discount
being classified as production costs.
Provisions
Provisions are recognized when the Group has a present obligation (legal or constructive) as a result
of a past event, it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation and a reliable estimate can be made of the amount of the obligation.
Where the Group expects some or all of provision to be reimbursed, for example under an insurance
contract, the reimbursement is recognized as a separate asset but only when the reimbursement is
virtually certain. The expense relating to any provision is recognized through profit and loss net of any
reimbursement. If the effect of the time value of money is material, provisions are discounted using a
current pre-tax rate that reflects, where appropriate, the risks specific to the liability. Where discounting
is used, the increase in the provision due to the passage of time is recognized as interest expense.
The present obligation under onerous contracts are recognized as provisions.
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Use of estimates and judgment
Preparation of the financial statements requires Norse Energy to make estimates and apply critical
judgment that affects the reported amounts of assets, liabilities, revenue and expenses, as well as
disclosures of contingencies.
The key assumptions concerning the future and other key sources of estimation uncertainty at the
balance sheet date, 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.
Exploration and leasehold costs
The Group capitalizes the costs of drilling exploratory wells and leasehold costs pending determination
on whether the wells have found proved oil and gas reserves. Judgments on whether these
expenditures should remain capitalized or charged to exploration and dry hole cost in the period may
materially impact the operating income.
Price of oil and natural gas
The Group’s sales of crude oil and natural gas are subject to price fluctuations. Any substantial fall in
the price of oil and natural gas might have material effect on the value of the oil and natural gas fields.
Reserves
The Group obtains reserve reports at least annually to establish the expected production profiles for
the fields in production and the expected economic lifetime of the fields. Any significant reduction in
reserves might lead to a write down of field investments through impairment tests, increased future
depreciation and alterations of planned capital expenditures. The carrying amounts for field
investments were USD 171 million and USD 122 million in 2009 and 2008, respectively.
Inventory
Estimated selling price is normally based on Brent Blend and the estimated selling expenses are
based on average direct production costs including royalties. The carrying amounts for inventory were
nil and USD 0.3 million in 2009 and 2008, respectively.
Asset Retirement Obligation
When production from a well or a field ceases, the Group is obligated to shut in the well and remove
installation from the well or field. Provisions for these costs are made based on the best available
estimates from the field operator, based on today’s technology and today’s prices for equipment and
manpower. The amount recognized is the estimated expenditures determined in alignment with the
field operator, local conditions and requirements. Asset retirement obligations of USD 12.7 million and
USD 15.4 million are recognized as of December 31, 2009 and 2008, respectively.
Technical risk in development of Brazilian oil and gas fields and production start-up
The development of the Brazilian oil and gas fields in which the Group has an ownership is associated
with significant technical risk and uncertainty with regards to timing of production start. Risks include,
but are not limited to, cost overruns, production disruptions as well as delays compared to initial plans
laid out by the operator. Some of the most important risk factors are related to the determination of
reserves, the recoverability of reserves, and the planning of a cost efficient and suitable production
method. There are also technical risks present in the production phase that may cause cost overruns,
failed investment, and destruction of wells and reservoirs.
Tax
The ability to realize the deferred tax asset is based upon estimated future taxable profits and may be
dependent upon changes in tax legislation in Norway, Brazil and the USA.
Financial Instruments
Valuation of unquoted financial instruments recognized at fair value, is based on estimated future cash
flows and discounted with interest rates prevailing December 31, 2009.
Areas of critical judgment in applying accounting principles that have the most significant effect on the
amounts recognized in the consolidated financial statements are included in the following notes:
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Note 8. Income tax
Note 10. License interests and exploration assets and properties and field investments
Note 11. Goodwill and other intangible assets
Note 12. Financial instruments
Note 18. Asset retirement obligation

Note 4. Disposal of shares of a subsidiary
In 2009, the Group sold 30% of the shares in its subsidiary Norse Energy do Brasil for a cash
consideration of USD 30 million. The buyer was Sector Speculare (Private Equity) IV, a fund managed
by Sector Omega ASA (“Sector”). Funds managed by Sector are also the largest shareholder in Norse
Energy Corp. ASA. The transaction valued Norse Energy do Brasil at an enterprise value of USD 210
million. Included in this amount was debt of approximately USD 43 million to the parent company
Norse Energy Corp ASA. As a result, the disposal resulted in a minority interest of approximately USD
31.5 million. The USD 10 million loan from clients of Sector Asset Management early in the second
quarter was repaid with proceeds from the sale of shares.

Note 5. Jointly controlled assets
Brazil
Santos Basin
Norse Energy has interests in multiple E&P license interests. The Group’s entrance in Brazilian oil
industry was made by participating in three oil development and production licenses located in the
Santos Basin outside the southeast coast of Brazil that are operated by Petrobras. These licenses are
for Coral, Estrela-do-Mar and Cavalo Marinho. As of December 31, 2009, Norse Energy owns a 50%
interest in Cavalo Marinho, 65% in Estrela-do-Mar, and 35% interest in Coral.
The Coral field was abandoned in 2009. However, the Group expects that there is still a significant
volume left in the reservoir to potentially justify a redevelopment in conjunction with development of
the other fields in the area. Therefore, the field has not been relinquished. The Group has entered into
joint operating agreements for interests in the Cavalo Marinho field, the Estrela-do-Mar field and the
Coral field.
th

In the ANP (Brazilian Petroleum Agency) 9 bidding round held in November 2007, the Group was
awarded three blocks in the Santos basin; blocks S-M-1035, S-M-1036 and S-M-1100. Norse Energy
is the operator of these blocks with an interest of 50 %. The contracts were signed in 2008. During
2009, the Group acquired seismic data relating to the three exploration blocks.
Camamu-Almada Basin
Norse Energy’s asset portfolio in Brazil also includes two distinct license interests in the CamamuAlmada offshore basin, located on the northeastern coast of the country: BCAM-40 Block and the
Sardinha field.
The concession for BCAM-40 was awarded to Petrobras in 1998. In 1999 Petrobras presented a farm
in opportunity for participation in the concession. As a result of that offering a Consortium Contract, a
Participation Agreement and a Joint Operating Agreement with Petrobras, Queiroz Galvão and
Petroserv were executed in 2000. In 2006, Norse Energy finalized the acquisition of Rio das Contas
Produtora de Petróleo Ltda from Petroserv, a company that participates in the consortium. Two
important discoveries were made on this block: the Manati gas field, currently one of the largest
unassociated gas fields in Brazil, and the Camarão Norte (BAS-131) oil and gas accumulation, which
was declared commercial in 2009. Petrobras operates the development and production activities in the
BCAM-40 block and holds 35 % of the interests, while Queiroz Galvão (45 %) and Brasoil do Brasil
(10 %) are the partners along with Rio das Contas who participates with 10 %. The remaining part of
the BCAM – 40 exploration block was relinquished back to ANP in September 2009.
The Sardinha field lies approximately 3 kilometers from the coast line of Bahia State. It is a gas field
with an oil rim on the eastern side of the structure. The operator is El Paso Corporation (40%) and the
partners are Petrobras (40%) and Norse Energy (20%). The consortium is currently discussing the
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development plan of the field.
The Group farmed out its 18.3% participating interest in the BM-CAL 5 block to Petrobras and Queiroz
Galvão in March 2009. There was no compensation for the farm out, but the transfer of ownership
implied that the Group will have no further drilling commitments related to this block. The formal
reassignment approval from ANP is expected soon.
The BM-CAL 6 block located offshore the Bahia state was relinquished back to ANP as the drilling of
the Peroba prospect was unsuccessful.
USA
In the US, certain of the natural gas wells are in joint control with other partners. The joint operating
agreements correspond to a widely adopted practice in the international oil industry where companies
endeavor to share the risks inherent in exploration and production projects.

Note 6. Operating segments
The Group has four reportable segments defined by its strategic business units. The units offer
different products and are managed separately due to different technology, financial resources and
marketing strategies required. The following summary describes the operations in each of the
segments:
x

x

x

x

Exploration and production of oil and natural gas in Brazil (Brazil E&P)
Brazil E&P participates in a number of oil and natural gas exploration and production licenses
located in the Santos basin outside the southeast cost of Brazil and in the Camamu-Almada
basin offshore Brazil in the state of Bahia. All revenue from this segment is from sales to one
customer, Petrobras.
Exploration and production of natural gas in the US (US E&P)
The US E&P operation is an independent natural gas company engaged in the acquisition,
development and operation of natural gas properties located in the Appalachian basin. The
Group operates approximately 80 wells and owns interests in approximately 120 nonoperated wells. The segments land, geological and geophysical activities are located on
Buffalo, NY.
Gathering and transmission of natural gas in the US (US G&T)
The Group owns and operates approximately 350 miles of gathering and transmission
pipelines. The US G&T segment comprises one pipeline system that is over 320 miles in
length and is capable of gathering natural gas from over 6,500 gas wells located in western
New York and northwestern Pennsylvania. The lines have delivery points into major interstate
pipelines, as well as to local end users.
Energy Marketing in the US (US EM)
The US EM segment is an established energy marketing and trading company that creates
margin by cost effectively aggregating supply from Appalachian producers, marketers and
utilities. The focus of the US EM segment is to add value by attracting gas flow to its
proprietary pipelines and by optimizing the value of US E&P gas production and that of the
other local Appalachian producers. Customers are split between larger wholesale customers,
such as utilities, and commercial and industrial consumers. This creates an effective portfolio
from a risk and unit margin perspective.
The remaining of the Group's activities and intercompany eliminations are shown in the
“corporate and eliminations” column. These activities mainly consist of funding, administration
and other corporate functions as deemed necessary.
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2009

in USD thouands

Revenues - external
Revenues - w ithin the group

Brazil
E&P

USA E&P USA G&T

34 650

15 257

3 767

Corporate
and
USA EM elim inations Consolidated

96 338

-577

149 435

-

390

535

8 841

-9 766

-

34 650

15 647

4 302

105 179

-10 343

149 435

EBITDA

9 193

3 432

2 160

2 471

-9 840

7 416

Interest revenue

3 249

14

13

93

81

3 450

Interest expense

-17 051

-918

-621

-3

-10 666

-29 259

32 837

-

-

-

-8 188

24 649

-1 339

-62

-456

-34 082

-

-

-99

693

581

Total revenue

Foreign exchange gain/ -loss
Depreciation, amortization and impairment

-20 458

-11 767

Share of loss from associates and joint ventures

-

-99

Other financial items gains/ -losses

-

-122

10

-

-4 283

1 087

-2 010

-1 027

11 269

5 036

3 487

-8 373

-1 787

1 472

-17 107

-22 308

19 800

3 639

351

-

-

23 790

6 779

10 528

988

62

413

18 770

-

-

-

-

-707

-707

292 889
193 738

118 825
80 557

18 157
17 403

32 996
19 861

6 817
39 091

469 684
350 650

Income tax
Profit / -loss after tax

Material non-cash item s
Impairment and non-cash items of dry hole & exploration
Depreciation
Warrants effect

Total assets
Total liabilities
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2008
Brazil
E&P

in USD thouands
Revenues - external

USA E&P USA G&T

Corporate
and
USA EM elim inations Consolidated

73 551

12 887

3 540

216 549

-

306 527

-

27 981

-

-

-

27 981

Gain on disposal of Medina assets
Revenues - w ithin the group

-

120

1 467

8 667

-10 254

-

Total revenue

73 551

40 988

5 007

225 216

-10 254

334 508

EBITDA

19 766

25 874

3 060

6 250

-13 721

41 229

Interest revenue

4 162

289

32

210

497

5 190

Interest expense

-15 804

-621

-653

-45

-11 838

-28 961

Foreign exchange gain/(loss)

-16 460

-

-

-

22 288

5 828

Depreciation, amortization and impairment

-37 124

-4 106

-974

-34

-392

-42 630

Share of loss from associates and joint ventures

-

-58

-

-

-

-58

Other financial items - gains/(losses)

-

-

-58

570

7 260

7 772

10 674

-10 032

-620

-2 695

3 763

1 090

-34 786

11 346

787

4 256

7 857

-10 540

Income tax
Profit after tax

Material non-cash item s
Impairment and non-cash items of dry hole & exploration

-16 600

-

-

-

-

-16 600

Depreciation

-11 213

-4 012

-1 068

-34

-392

-16 719

-

-

-

-

8 096

8 096

Warrants effect

-

1 851

-

-

-

1 851

Total assets

Investments in associates and joint ventures

228 940

99 890

19 825

45 044

4 379

398 078

Total liabilities

215 412

71 183

16 650

32 087

-5 003

330 329

Geographical Segm ent
in USD thousands
Revenues - external
Non-current assets (1)

Brazil
2009
34 650
240 406

2008
73 551
183 675

North America
2009
2008
115 362
125 035

260 957
110 850

Corporate
and eliminations
2009
2008
-577
82

86

Total
2009
149 435
365 523

2008
334 508
294 611

(1) Non-current assets include properties and field investments and intangible assets (exluding financial instruments and deferred tax
assets).

Revenue from m ajor products and services
in USD thousands
Natural gas trading
Oil sales
Natural gas sales
Gathering and transmission income
Medina gain
Mark-to-market adjustments and other income
Total

2009
2008
98 219 213 706
298
36 141
48 419
47 877
3 599
3 225
27 981
-1 100
5 578
149 435 334 508
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There are no differences in the nature of measurement methods used on segment level compared
with the consolidated financial statements.
Segment operating profit includes revenues and expenses from inter-segment transactions. Intersegment revenues and segment expenses are eliminated on consolidation. Deliveries between the
segments are based on the arm’s length principle (that is, prices prevailing in transactions with
external customers that are comparable to intercompany transactions).

Note 7. General and administrative expenses
Employee benefit expenses
General and administrative expenses include wages, employers’ contribution and other compensation
as detailed below:
in USD thousands

2009

2008

2007

Wages

9 338

9 519

6 135

Employer's contribution

1 632

1 636

1 621

Other compensation

1 821

2 805

952

12 791

13 960

8 707

2009

2008

2007

Total
Num ber of em ployees
Norw ay

4

5

5

USA

68

80

68

Brazil

13

25

21

Canada
Total

1

1

1

86

111

95

Board of Directors statement on remuneration of executives
Statement for the current year (2010)
In accordance with the Norwegian Public Limited Liability Companies Act §6-16a, the Board of
Directors must prepare a statement on remuneration of executives.
The Board of Directors has appointed a Compensation Committee that determines the compensation
structure and levels of the company’s CEO. Remuneration for the CEO consists of both fixed and
variable elements. In addition to a fixed salary, the CEO has been granted stock options in Norse
Energy Corp. ASA. The CEO is also entitled to two years severance payment.
Norse Energy has established a compensation program for executive management that reflects the
responsibility and duties as management of an international oil and gas company and at the same
time contributes to add value for the company’s shareholders. The goal for the Board of Directors has
been to establish a level of remuneration that is competitive both in domestic and international terms
to ensure that the Group is an attractive employer that can obtain a qualified workforce.
Remuneration for executive management consists of both fixed and variable elements. The fixed
elements consist of salaries and other benefits (free phone, electronic communication, newspapers,
car allowance, etc.), while the variable elements consist of a performance based bonus arrangement
and a stock option scheme that was approved by the Annual General Meeting (AGM) in 2006. The
annual bonus will be determined based on the achievement of certain pre-set targets.
The 2008 AGM approved a new stock option scheme for the Group’s key employees and consultants
with a limit of eight million new shares with a par value NOK 0.88. The program corresponds with the
share option program approved in 2006.
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The Group has established a pension scheme for all employees in Norway that executive
management in Norway participates in. There are no agreements in place for severance payments for
executive management except for the CEO.
The remuneration of the CEO and other executive management in 2009 was based on the same
general principals as disclosed above for the current year.
Management remuneration
Executive management is considered to consist of the CEO (who is also Head of US operations), CFO
and Head of Brazil operations.
Executive management remuneration is summarized below:
in USD thousands

2009

Salary

Bonus

Pension
costs

Benefits

Value of
options
issued

Total

Øivind Risberg, CEO

520

200

91

7

31

849

Anders Kapstad, CFO

228

102

22

45

28

425

Kjetil Solbrække, Head of Brazilian operations
Total

476

94

1 224

396

-

-

-

570

113

52

59

1 844

Value of
options
issued

Total

Salary

Bonus

Benefits

Pension
costs

Øivind Risberg, CEO

529

200

43

21

121

914

Anders Kapstad, CFO

259

35

27

9

46

376

30

167

1 615

2008

Kjetil Solbrække, Head of Brazilian operations
Total

325
1 113

235

-

70

-

325

The CEO has an agreement of two year’s salary in case of resignation. The CFO participates in the
general pension scheme established in the parent company (see details on pension plan below).
Norse Energy has an employee options program, refer to note 13 for details.
The Group has a long-term note receivable from the CEO of USD 50 thousand. The note has no
stated maturity date, is due on demand and bears an interest rate of prime plus 0.5%.
The Group has a long-term note receivable from Kjetil Solbrække, Head of the Brazilian operations, of
USD 1.1 million. The note principal is due in March 2013 and carries an interest of 3%.
Remuneration to members of the Board of Directors is summarized below:
in USD thousands

2009

Dag Erik Rasmussen, Chairman (1)

-

Petter Mannsverk Andresen, former Chairman (1)

2008
-

2007
-

57

62

64

Other board members

196

159

201

Total

253

221

265

(1) On May 19, 2009, Mr. Rasmussen w as elected Chairman replacing Mr. Andresen.

No loans have been given to, or guarantees given on the behalf of, any members of the Management
Group, the Board or other elected corporate bodies with the exception of the loans to the CEO and the
Head of the Brazilian operations mentioned above.
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Pension plan
The parent company is required to have an occupational pension scheme in accordance with the
Norwegian law on required occupational pension ("Lov om obligatorisk tjenestepensjon"). The Group
established a pension scheme in 2006 that meet the requirements of this law. In June 2007, the Group
changed the pension scheme to a defined contribution scheme. Subsequent to this change, no
pension liability is recognized in the balance sheet. The total expense booked under the pension
scheme was USD 99 thousand and USD 67 thousand for 2009 and 2008, respectively.
The Group has a defined contribution plan for the employees in the US. Norse Energy does not have
any pension plans in place for employees in Brazil.
Auditor's remuneration
Deloitte was elected as group auditors from the financial year 2008. The 2008 figures include audit,
tax and advisory services from both Deloitte and the predecessor group auditor Ernst & Young. Fees,
excluding VAT, to the auditors are included in general and administrative expense and are shown
below:
in USD thousands
Deloitte

2009

2008

Statutory audit and audit related services

721

245

Tax services

126

10

Other
Ernst & Young

23

2

2007
36
-

Statutory audit and audit related services

-

1 081

1 056

Tax services

-

205

83

13
1 556

8
1 184

Other
Total

870

Note 8. Income tax
Income tax expense for the year
2009

in USD thousands

Norway
Tax Payable
Change in deferred tax
Brazil
Tax Payable
Change in deferred tax
USA
Tax Payable
Change in deferred tax
Canada
Tax Payable
Change in deferred tax
Net income tax expense
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2008

2007

-

-

-

2,313
1,970

3,888
-14,562

6,270
-15,423

-9,319

9,584

732
-204

-5,036

-1,090

888
-7,737

Deferred income tax relates to the following:
Norway

in USD thousands

Losses to carry forward
Current assets
Current liabilities
Non-current assets
Non-current liabilities
Deferred tax assets not recognized
Net deferred tax assets/ -liabilities as of December 31, 2009

42 765
38
3
236
-43 042
-

Norway

in USD thousands

Losses to carry forward
Current assets
Current liabilities
Non-current assets
Non-current liabilities
Deferred tax assets not recognized
Net deferred tax assets/ -liabilities as of December 31, 2008

29 754
-1 230
-31
-28 493
-

Brazil
11 544
53 485
-42 465
22 564

Brazil
1 970
31 760
-17 774
-5 851
10 105

US
25 967
-1 346
421
-31 874
6 609
-223

US
14 623
-826
1 527
-25 615
3 460
-4 956
-11 787

Total
80 276
-1 346
459
21 614
-35 620
-43 042
22 341

Total
46 347
-826
1 527
4 915
-14 345
-39 300
-1 682

Net deferred tax assets are recognized based on an assessment of the Group's expected future
taxable income.
Reconciliation of total income tax expense during the year to the income tax expense at the nominal
income tax rate of 34%:
2009

in USD thousands

Loss before tax
Income tax benefit at nominal income tax rate of 34%
Non-deductable expenses
Non-taxable income
Tax included in impairment of asset calculation
Effect of previously unrecognized and unused tax losses now recognized as deferred tax
assets
Adjustment to previous years
Changes in tax legislation
Tax expense impact of nominal tax rate other than 34% (1)
Tax losses for which no deferred tax asset was recognized
Other effects (2)
Income tax expense

(1)
(2)

2008

-27 344
-9 297
769
-100
-232

-11 630
-3 954
1 366
-1 043
9 410

-4 956
2 004
-231
189
4 340
2 478
-5 036

-4 907
1 131
1 313
-4 406
-1 090

Taxes with nominal tax rates other than 34% relate to corporate tax rate in Norway and federal taxes in the US with tax
rate different from state taxes.
Amount by which non-monetary assets reported at historical rates and re-converted to local currency at balance sheet date
rates are lower (exceeds) their tax base equivalent reported in local currency and withholding tax.

The Group has net operating loss carry forwards for income tax reporting purposes as depicted on the
schedule below. The tax loss carry forwards in Norway have unlimited duration and are related to the
parent company Norse Energy Corp. ASA. The related deferred tax asset has not been recognized
due to the uncertainty of whether any of the tax loss carry forwards can be utilized. The tax loss carry
forwards in Brazil have unlimited duration; however the amount that can be offset towards taxable
income in any given year is limited to 30%. As a result, the operations in Brazil recognize a tax
payable even though a net tax loss carry forward exists. In the US, the tax loss carry forwards have a
limited duration of 20 years. The prevailing tax authority may limit the utilization of the net operating
loss carry forwards in the event of a change in control.
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Losses to carry forward

Norway

Brazil

US

Total

2009
2010
2011
2012
2013
2014
2015
After 2015
No expiration date

152 731

33 953

67 467
-

67 467
186 684

Total tax loss carried forward

152 731

33 953

67 467

254 151

Note 9. Earnings per share and diluted earnings per share
The Group had no potential dilutive ordinary shares as of December 31, 2009, 2008 and 2007.
in USD thousands, unless otherw ise indicated

2009

Net loss attributable to equity holders of the parent
Weighted average number of shares outstanding

2008

2007

-18 476

-10 540

-28 705

364 086 269

352 805 925

352 555 925

-0,05

-0,03

-0,08

Basic and diluted earnings per share

Weighted average number of shares outstanding has been reduced with 108,605 treasury shares.
Diluted earnings per share
When calculating the diluted earnings per share, the weighted average number of shares outstanding
is normally adjusted for all dilutive effects relating to the Group’s warrants and employee stock options.
As of December 31, 2009, 13,415,000 shares have been granted and a total of 75 million warrants are
outstanding.
The warrants are not considered to have a dilutive effect as they were out-of-the money compared to
the average stock price in 2009. Further, since the Group incurred a net loss for the years 2009, 2008
and 2007, the options and warrants have a anti-dilutive effect and are therefore, not considered when
calculating diluted earnings per share.
For details regarding the employee stock option plans refer to note 13. Refer to 17 for details relating
to the bond loans with detachable warrants.

Note 10. License interests and exploration assets and properties and field investments
Licenses and exploration assets
in USD thousands

Estrela-DoMar

Cavalo
Marinho

BCAM-40

BM-CAL
5&6

Sardinha

9th BidBlocks

Other

Total Brazil

US

Total

Acquisition cost at January 1, 2009
Transfer to field investments and equipment
Investments
Foreign currency translation
Acquisition cost at Decem ber 31, 2009

19 814

57 277

15 699

28 496

3 624

8 232

3 943

450
6 811
27 075

2 090
17 851
77 218

6 829
6 326
28 854

28 496

904
1 233
5 761

623
2 728
11 583

25
3 968

137 085
10 896
34 974
182 955

32 627
-16 408
8 907
25 126

169 712
-16 408
19 803
34 974
208 081

Accumulated impairment/ exploration costs charged to profit
Foreign currency translation
Net carrying value at Decem ber 31, 2009

27 075

77 218

-28 029
3 732
4 557

-32 602
4 106
-

5 761

11 583

-3 862
106

-64 493
7 838
126 300

-2 442
22 684

-66 935
7 838
148 984

-

-

-19 800

-

-

-

-

-19 800

-2 442

-22 242

Current year impairment/exploration costs previously capitalize
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in USD thousands

Estrela-DoMar

Cavalo
Marinho

BCAM-40

BM-CAL
5&6

Sardinha

9th BidBlocks

Other

Total Brazil

US

Total

4 412
14 636
13 579

Acquisition cost at January 1, 2008
Investments
Reclassification of assets
Foreign currency translation
Acquisition cost at Decem ber 31, 2008

19 568
246
19 814

55 940
1 337
57 277

18 999
6 100
-9 400
15 699

15 926
19 645
-7 075
28 496

3 519
105
3 624

8 232
8 232

753
3 190
3 943

114 705
38 855
-16 475
137 085

32 627

119 117
53 491
13 579
-16 475
169 712

Accumulated impairment/ exploration costs charged to profit
Foreign currency translation
Net carrying value at Decem ber 31, 2008

19 814

57 277

-8 229
3 261
10 731

-32 602
4 106
-

3 624

8 232

-3 862
81

-44 693
7 368
99 759

32 627

-44 693
7 368
132 386

-

-

-8 229

-32 602

-

-

-3 862

-44 693

-

-44 693

Current year impairment/exploration costs previously capitalize

Production assets
US natural
gas
US
properties pipelines

in USD thousands
Acquisition cost at January 1, 2009
Investments
Transfer from licenses and exploration assets
Disposals
Foreign currency translation
Acquisition cost at Decem ber 31,2009
Accum ulated depreciation and im pairm ent at January 1, 2009
Impairment losses recognized in profit and loss
Depreciation expense
Foreign currency translation
Accum ulated depreciation and im pairm ent at Decem ber 31, 2009
Net carrying value at Decem ber 31, 2009

Acquisition cost at January 1, 2008
Abandonment cost incurred
Investments
Reclassification of assets
Foreign currency translation
Acquisition cost at Decem ber 31,2008

Coral

Total

48 494
12 719
16 408
-138
77 483

35 991
7 592
43 583

94 916
5 201
32 246
132 363

71 240
71 240

250 641
25 512
16 408
-138
32 246
324 669

-8 017
-9 472
-17 489

-7 890
-351
-1 495
-9 736

-13 276
-6 779
-1 009
-21 064

-71 240
-71 240

-100 423
-351
-17 746
-1 009
-119 529

59 994

33 847

111 299

-

205 140

US natural
gas
US
properties pipelines

in USD thousands

Manati

Manati

Coral

Total

32 536
30 544
-14 586
48 494

27 351
8 640
35 991

117 665
5 282
-28 031
94 916

65 564
5 676
71 240

243 116
5 676
44 466
-14 586
-28 031
250 641

Accum ulated depreciation and im pairm ent at January 1, 2008
Impairment losses recognized in profit and loss
Depreciation expense
Foreign currency translation
Accum ulated depreciation and im pairm ent at Decem ber 31, 2008

-4 582
-3 435
-8 017

-6 764
-57
-1 069
-7 890

-7 169
-10 042
3 935
-13 276

-65 564
-5 676
-71 240

-84 079
-57
-20 222
3 935
-100 423

Net carrying value at Decem ber 31, 2008

40 477

28 101

81 640

-

150 218
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Furniture fixture and Equipm ent

2009

2 008

Acquisition cost at January 1
Investments
Disposals
Foreign currency translation
Acquisition cost at Decem ber 31

9 056
1 344
-923
921
10 398

6 128
2 985
-57
9 056

Accum ulated depreciation and im pairm ent at January 1
Depreciation expense
Impairment
Disposals
Foreign currency translation
Accum ulated depreciation and im pairm ent at Decem ber 31

-2 804
-1 258
-1 228
703
-131
-4 718

-1 659
-1 152
7
-2 804

5 680

6 252

Net carrying value at Decem ber 31

Depreciation method / rates
Depreciation for the gathering systems and the transmission lines are computed using the straight-line
method over a twenty and thirty-year useful life, respectively. Field investments are depreciated over
the life of the field using theunit-of-production method.
Other investments in equipment
Office equipment
Computer equipment
Buildings

Straight-line depreciation
10.00 - 33.33 %
20.00 - 33.33 %
2.50 - 4.00 %

Useful life
3 - 10 years
3 - 5 years
25 - 40 years

Impairment
As of December 31, 2009, Norse Energy obtained its annual reserve report from Gaffney Cline &
Associates for the Brazilian assets and from Schlumberger for the US assets. Based on these reserve
reports, as well as an analysis on the exploration efforts in fields where the certifying agents have not
currently certified reserves, the Group has carried out an impairment assessment in line with prior
year’s methodology.
The net present value of the assets has been determined on a basis of their value in use. When
estimating the net present value, the Group has utilized a discount rate of 11.56% and 12.75 % for the
periods ended December 31, 2009 and 2008, respectively. This is a pre-tax discount rate and is
calculated based on the Group's pre-tax weighted average cost of capital (WACC).
For Brazil, the utilized oil prices are based on a forward curve yielding USD 81.94/BOE in 2010, USD
85.81/BOE in 2011, USD 87.83/BOE in 2012, USD 89.31/BOE in 2013, USD 91.09/BOE in 2014, USD
92.92 in 2015 and inflated with 2% thereafter. Operating expenses are based on expenses from the
filed development plan or better estimates if such estimates exist. No assets for Brazil were deemed to
be impaired under this approach.
The valuation in the US is based upon the future NYMEX Strip Pricing of USD 6.30/MMBtu in 2010,
USD 6.67/MMBtu in 2011, USD 6.77/MMBtu in 2012, USD 6.93/MMBtu in 2013, and USD
7.04/MMBtu for the remaining life of the wells. Operating expenses are based on expenses from the
filed development plan or better estimates if such estimates exist. No assets for the US were deemed
to be impaired under this approach.
The exploration license for the BCAM-40 block expired in September 2009 and was consequently
relinquished to the Brazilian authorities (ANP). As a result, the Group has recognized an impairment
charge of USD 12.5 million, net of related tax effects. Additional cost of USD 1.2 million in BMCAL-5
block was impaired since this block was farmed out.
Refer to note 27 for details on reserves (unaudited figures).
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Note 11. Goodwill and other intangible assets
in USD thousands
Goodwill

Other
intangible
assets

Total

Acquisition cost at January 1, 2009

5643 238 5881

Investments

  

Acquisition cost at Decem ber 31,2009

5643 238 5881

Accumulated depreciation and impairment at January 1, 2009

 127 127

Amortization expense

 35 35

Accum ulated am ortization and im pairm ent at Decem ber 31, 2009

 162 162

Net book value Decem ber 31, 2009

5643 76 5719

in USD thousands
Goodwill

Other
intangible
assets

Total

Acquisition cost at January 1, 2008

5643 238 5881

Investments

  

Acquisition cost at Decem ber 31,2008

5643 238 5881

Accumulated amortization and impairment at January 1, 2008

 91 91
36 36

Amortization expense
Accum ulated am ortization and im pairm ent at Decem ber 31, 2008

 127 127

Net book value Decem ber 31, 2008

5643 111 5755

In 2006, Norse Energy recognized goodwill of USD 5.6 million and other intangible assets of USD 0.2
million after finalizing the purchase analysis of the acquisition of Mid American Natural Resources
(MANR) which operates as the Group’s energy marketing segment. The goodwill is assumed to have
duration for as long as MANR's operations are profitable. The value of the employee contracts is
amortized over seven years.
The Group performs an assessment of whether or not impairment indicators exist for intangible assets
at the end of the reporting period. If such indicators are deemed present, the Group performs an
impairment test of the assets. For 2009, no impairment indicators were identified as the financial
results of MANR's operations are satisfactory and justify the value of the goodwill and other intangible
assets.

Note 12. Financial instruments
Overview
The Group's policy is to monitor the risk associated with its floating interest loans, currency loans, the
price for oil and gas, to assess the necessity to enter into financial instruments to limit risk and
maximize income. As such, the Group has entered into various hedging transactions. Refer to note 22
for details on the company’s financial risk management policy.
The table below sets forth a comparison of carrying amounts and fair values of all of the company’s
financial instruments by category.
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in USD thousands
Fair Value

Carrying am ount
Financial Assets
Cash

2009

2008

37 303

Fair Value

2009

Level 1

Level 2

Level 3

2008

32 207

37 303

37 303

19 517

31 602

19 517

19 517

-

-

31 602

5 403

10 643

5 403

5 403

-

-

10 643

10 387

3 527

10 387

10 387

-

-

3 527

-

-

32 207

Receivables:
Trade accounts receivable (loans and receivables)
Other derivatives (fair value through P/L)
Othert short-term receivables (loans and receivables)
Other non-current assets:
Other non-current assets
Total

1 972

517

1 972

1 972

-

-

517

74 582

78 496

74 582

74 582

-

-

78 496

-62 911

-26 445

-62 911

-62 911

Financial Liabilities
Trade accounts payable and other current liabilities

-

-

-26 445

Interest bearing loans and borrow ings (other liabilities):
NEC01 unsecured bond loan (other liabilities)

-48 587

-40 527

-48 587

-48 587

-

-

-28 605

NEC02 unsecured bond loan (other liabilities)

-68 165

-64 796

-68 165

-68 165

-

-

-64 125

NEC03 unsecured bond loan (other liabilities)

-8 778

-8 805

-8 096

-

-8 096

-

-71

NEC04 unsecured bond loan (other liabilities)

-4 642

-3 822

-3 552

-

-3 552

-

-3 086

NEC05 unsecured bond loan (other liabilities)

-17 710

-17 677

-13 528

-

-13 528

-

-14 240

Floating rate borrow ings (other liabilities)

-89 374

-47 548

-89 374

-89 374

-

-

-47 548

Other fixed rate borrow ings (other liabilities)

-15 654

-41 480

-14 503

-

-

-14 503

-39 754

-11 295

-12 002

-11 295

-11 295

-

-

-12 002

1 030

1 138

1 030

1 030

-

-

1 138

-

-4 711

-

-

-

-

-4 711

NECJ w arrants (other liabilities)
Ow n bonds in NEC02 (fair value through P/L)
Currency sw ap (fair value through P/L)
Other derivatives (fair value through P/L)
Total

-1 871

-3 724

-1 871

-1 871

-

-

-3 724

-327 957

-270 399

-320 852

-281 173

-25 176

-14 503

-243 173

P&L im pact
2009

2008

Financial Assets
Other derivatives

-3 567

4 488

Oil put options

-

357

Shares in Biofuel Energy ASA

-

-1 069

1 859

1 150

-109

-

707

8 096

Currency Sw aps
Ow n bonds
Financial Liabilities
NEC J - Warrants

Determination of fair value
The fair value of financial assets classified as ”financial assets at fair value through profit or loss” is
determined by reference to published price quotations in an active market. For unquoted financial
assets the fair value has been estimated using alternative valuation techniques.
The fair value of currency swaps is determined by the present value of future cash flows. For all the
above mentioned derivatives, the fair value is confirmed by the financial institution with which the
Group has entered into the contracts.
The NEC-J warrants are measured at fair value with reference to the quoted price of the warrants. For
a further description of accounting treatment of the warrants, refer to note 3, Summary of significant
accounting policies.
The following Group financial instruments are not measured at fair value: cash and cash equivalents,
trade receivables, other short-term receivables and interest-bearing loans.
The carrying amount of cash and cash equivalents and overdraft facilities is approximately equal to fair
value since these instruments have a short term to maturity. Similarly, the carrying amount of trade
receivables and trade payables is approximately equal to fair value since they are entered into on
“normal” terms and conditions. The fair values of unquoted loan notes have been calculated using
market interest rates.

Page | 38
A 269

Credit Risk
Financial instruments, which potentially subject the Group to concentrations of credit risk, consist
primarily of trade accounts receivables and other derivatives. The carrying amount of the Group's
financial assets presented above represents the maximum credit risk exposure. Certain trade
accounts receivables in the Energy marketing segment are guaranteed by a third party insurer up to
USD 7.5 million. The amounts secured through these guarantees are not deducted in the analysis
below.
Maximum exposure to credit risk for trade accounts receivables at the reporting date by geographic
region and type of customer was:
in USD thousands

2009

2008
-

-

5 788

5 498

-

7 727

Exploration and production

555

1 391

Gathering and transmission

188

232

Energy marketing - w holesale

9 659

12 113

Energy marketing - retail

3 327

4 641

19 517

31 602

Norw ay
Brazil
Petrobras
Others
USA

Total

The ageing of trade receivables at the reporting date was:
2009

2008

in USD thousands
Carrying value

Im pairm ent

Carrying value

Current receivables

18 689

5

31 218

Past due 0-30 days

700

50

10

Past due 31-120 days

128

88

284

Older than 120 days

-

Total

-

19 517

Im pairm ent
100
44

90

143

-

31 602

144

The movement in allowance for doubtful accounts in respect of trade receivables during the year was
as follows:
in USD thousands

2009

at January 1
Provision for bad debt during the period

2008

144

51

43

144

Realized losses for the year

-44

-51

at December 31

143

144

Liquidity risk
The following are the contractual maturities on financial liabilities, including estimated interest
payments and excluding the impact of netting agreements.
Decem ber 31, 2009
in USD thousands
Non-derivative financial liabilities

Total

0-1 m onths

1-3 m onths

3-12 m onths

1-3
years

3-5
years

NEC01 unsecured bond loan (fixed rate)

-54 469

-

-

-54 469

NEC02 unsecured bond loan (fixed rate)

-84 750

-

-

-4 875

NEC03 unsecured bond loan (fixed rate)

-9 636

-

-

-9 636

-

-

NEC04 unsecured bond loan (fixed rate)

-6 018

-

-

-269

-5 749

-

NEC05 unsecured bond loan (fixed rate)

-23 518

-

-

-1 906

-21 612

-

US loans

-25 844

-86

-421

-20 642

-1 977

-1 977

Brazil loans

-85 661

-959

-1 869

-61 696

-21 137

-

-50 946

-21 743

-25 826

-3 377

-340 842

-22 788

-28 116

-156 870

Accounts payable and other payments
Total non-derivative financial liabilities
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-79 875

-130 350

-

-1 977

> 5 years

-741

-741

Derivative financial liabilities

Total

0-1 m onths

1-3 m onths

3-12 m onths

1-3
years

3-5
years

> 5 years

Energy marketing financial contracts
Long contracts

-721

-111

-199

-322

-89

-

Short contracts

992

66

92

453

381

-

271

-45

-107

Total derivative financial liabilities

-

131 292 



Decem ber 31, 2008
in USD thousands
Non-derivative financial liabilities

Total

0-1 m onths

1-3 m onths

3-12 m onths

1-3
years

3-5
years

> 5 years

NEC01 unsecured bond loan

-53 439

-

-

-4 152

-49 287

-

-

NEC02 unsecured bond loan (fixed rate)

-89 625

-

-

-4 875

-84 750

-

-

NEC03Pro unsecured bond fixed rate

-10 109

-

-

-457

-9 652

-

NEC 04 unsecured bond loan loan (floating rate)

-25 443

-

-977

-953

-3 811

-19 702

-5 633

-

-222

-222

-887

-4 302

-

-13

-289

-5 230

-1 977

-1 977

-1 730

-16 139

-6 885

NEC04Pro unsecured bond issue
US loans
Brazil loans

-11 216
-104 815

-1 414

-2 850

-22 670

-54 857

Accounts payable and other payments

-26 563

-15 559

-9 444

-1 104

-456

Total Non-derivative financial liabilities

-326 843

-16 986

-13 782

-39 663

-205 677

Derivative financial liabilities

Total

0-1 m onths

1-3 m onths

3-12 m onths

1-3
years

-

-

-

-42 120

3-5
years

-8 615

> 5 years

Currency sw ap Norw ay
NEC pay to bank

-28 286

-

-

-2 074

-26 212

-

-

Bank pay to NEC

23 827

-

-

1 981

21 846

-

-

MANR Financial contracts
Long contracts

3 394

998

1 138

1 038

220

-

-

Short contracts

-2 934

-1 018

-1 027

-607

-282

-

-

-3 999

-20

111

338

-4 428

-

-

Total derivative financial liabilities

In determining the maturity analysis above, the Group has utilized the current spot rates at year-end
2009 and 2008, respectively. For the MANR financial contracts, the cash flows projected from the long
and short positions are calculated as the difference between the terms of each financial contract and
the forward settlement prices at year-end 2009 and 2008.
Market risk
Currency risk
The Group’s exposure to foreign currency risk, based on nominal amounts, was as follows:
in USD thousands

2009
NOK

Cash and cash equivalents

BRL

13 105

461

-

5 788

-

13 225

-48 587

-59 749

-44 793

-28 429

Trade payables
Net balance sheet exposure

NOK

381

Trade receivables
Loans

2008
BRL

10 891

-93

-33 977

-191

-10 147

-48 299

-74 833

-44 523

-14 460

A 20% strengthening or weakening of the USD against the following currencies at December 31, 2009
would have increased (decreased) equity and profit or loss by the amounts shown below. The Group's
assessment of what a reasonable potential change in foreign currencies that it is currently exposed to
have been changed as a result of the changes observed in the world financial markets. This
hypothetical analysis assumes that all other variables, including interest rates and commodity prices,
remain constant.
in USD thousands

2009

USD vs NOK

+ 20 %

2008
- 20 %

+ 20 %

- 20 %

Cash

-378

566

-77

115

Loans

8 098

-12 147

7 465

-11 198

Currency sw ap

-

Net P&L effect

7 720
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-11 581

-3 847

5 771

3 541

-5 312

2009
USD vs BRL

+ 20 %

2008
- 20 %

+ 20 %

- 20 %

Cash

-2 621

2 621

-2 178

Receivables

-1 158

1 158

-2 710

2 710

6 795

-6 795

2 029

-2 029

Loans

11 950

-11 950

5 686

-5 686

Net P&L effect

14 966

-14 966

2 827

-2 827

Payables

2 178

This sensitivity analysis is presented on a pre-tax basis.
Interest rate risk
The Group is exposed to interest rate risk as entities in the group borrow money at both fixed and
floating interest rates. The risk is managed by maintaining an appropriate mix between fixed and
floating rate borrowings and by using interest rate currency swap contracts.
A change in 100 basis points in interest rates at the reporting date would have increased (decreased)
profit and loss before tax by the amounts shown in the table below. This analysis assumes foreign
currency rates and other variables to be constant.
in USD thousands

2009
+ 100 bp

Cash

2008
- 100 bp

+ 100 bp

- 100 bp

281

-227

327

-293

Floating interest loans

-894

894

-473

473

Net P&L effect

-613

667

-146

180

Commodity price risk
The Group is exposed to fluctuations in the prices for oil and natural gas. To mitigate this risk in Brazil,
the Group has entered into a long-term take-or-pay contract with Petrobras for the sale of natural gas
from the Manati field. In the US, the Group utilizes natural gas futures to hedge certain exposures to
market price fluctuations on its anticipated sales. The derivative instruments have the effect of locking
in for specified periods the prices the Group will receive for the volumes which the derivative relates.
While these derivatives are structured to reduce the Group's exposure to changes in prices associated
with the derivative commodity, they also limit the benefit that might otherwise been received.
The Group has entered into fixed price contracts for physical delivery of gas, as well as forward
contracts for a portion of production.
1. Fixed price contracts with physical delivery
The Group had entered into a fixed price contract for the physical delivery of 1,500 Mcf/day
from November 2006 to October 31, 2008 (USD 6.35 per MMBtu). While this amount was sold
forward and hedged at a fixed price, it relates to physical deliveries and is consequently not
subject to IAS 39, and no fair value has been recognized on these transactions.
2. Forward contracts
In the US, the Group has sold forward the following volumes of natural gas by using financial
derivatives:
• 110,000 MMBtu/month for the period January 1, 2010 to April 30, 2010 at an average price
of USD 6.78/MMBtu.
• 90,000 MMBtu/month for the period May 1, 2010 to September 30, 2010 at an average price
of USD 7.13/MMBtu.
• 80,000 MMBtu/month for the period October 1, 2010 to December 31, 2010 at an average
price of USD 7.46/MMBtu.
• 70,000 MMBtu/month for the period January 1, 2011 to August 31, 2011 at an average price
of USD 5.77/MMBtu.
• 60,000 MMBtu/month for the period September 1, 2011 to March 31, 2012 at an average
price of USD 5.77/MMBtu.
After the sale of the certain producing assets in March 2008, it was deemed that the Group does no
longer qualify for hedge accounting under IAS 39 Financial Instruments: Recognition and
Measurement for the remaining open forward contracts. When qualifying for hedge accounting, the
changes in fair value of the forward contracts were charged directly to equity. When not qualifying for
hedge accounting, the fair value on these contracts are charged to the income statement.
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Energy marketing activity risk
The US EM segment generates a margin via sales and purchases of physical volumes of natural gas.
The majority of the fixed price purchase-contracts, both financial and physical, are balanced with fixed
price sales-contracts, financial or physical. Consistent with corporate policy the only price exposure
the Group has on fixed price contracts to the NYMEX is restricted to less than 100,000 Dth at any
time.
All open positions (financial hedging transactions as well as physical fixed price contracts) are
recognized at fair value through profit and loss at year-end. The fair value of these transactions is
calculated based on NYMEX futures and forward basis. The Group recognized an unrealized loss for
the 12 months ended December 31, 2009 of USD 2.2 million.
The following shows the mark-to-market value of outstanding contracts for future purchase and sale of
gas and unrealized gain as of December 31, 2009:
in USD thousands, unless otherw ise indicated

Dth

Future purchases

7 316 000

Future sales

-8 405 500

Basis reserve

Market
value
1 703
848
-105

Fair value at 12.31.09

2 446

Fair value at 12.31.08

4 654

Net unrealized loss as of 12.31.09

-2 208

As of December 31, 2009, the Energy Marketing segment had net open contracts totaling 1,089, 000
Dth (sale-contracts in excess of purchase-contracts), of which about 36,000 Dth have NYMEX risk.
These open contracts are priced at NYMEX plus a basis differential. The existing efficient financial
OTC and NYMEX based markets, mitigate the risk for price variations attributable to the NYMEX price.
Accordingly, the only price risk related to these open contracts is the risk for fluctuation of the basis
differential. In the Energy Marketing segment's core market area, the basis differential varies between
USD 0.10 and USD 0.40 depending on which pipeline the gas is traded on and the time of the year.
Historically, this differential has varied very little between periods.

Note 13. Share-based payment plans
Norse Energy has an option program consisting of 18 million shares for key employees. As of
December 31, 2009, 13.4 million options have been granted (6.4 million were granted during 2009) of
which 7.1 million options have vested. All options under the plan will be settled in shares.
Options granted as of December 31, 2009, are as follows:
in USD thousand, unless otherw ise indicated

Name
Øivind Risberg
Anders Kapstad
Other employees
Total

No. of shares
4 000 000
1 000 000
8 415 000
13 415 000

Option price
(NOK)

Exercise period

4,04 June 1, 2007 - May 31, 2012
3,82 August 1, 2007 - June 29, 2012
3.35 - 4.16 February 18, 2008 - November 2, 2014

Estimated
value
1 156
226
2 098
3 480

The fair value of the options is estimated at grant date by an independent third party expert using the
Black-Scholes – Merton option pricing model. The exercise price of the options is equal to the market
price of the shares at the grant date plus eight percent, and the volatility of the warrants that the Group
issued and listed on the Oslo Stock Exchange in July 2006. The expected exercise date is set to the
contractual vesting period (ranging from 1.5 years to 2 years) plus two years for the CEO. Risk free
interest rate used is 2.44% - 5.26% calculated by using rates from Norges Bank at the grant (bonds
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and certificates) based on the expected term of the option being valued. The implied volatility used in
the calculation is 35.7% - 74.5%, and no dividends are incorporated.
The options are expensed over the vesting period, which was USD 0.5 million and USD 0.6 million in
2009 and 2008, respectively. The stock options outstanding at the end of 2009 had an exercise price
range of NOK 3.15 – NOK 4.16 and a weighted average remaining contractual life of 1,156 day and
912 days in 2009 and 2008, respectively.
No options were exercised during 2009 compared to 500,000 options exercised in 2008. Should an
employee decide to terminate their employment prior to the start of the exercising period, the options
shall expire without any further compensation. 2,325,000 options and 100,000 options were
terminated during 2009 and 2008, respectively. As of December 31, 2009, thirty-six employees have
been granted options. Refer to note 7 for further details regarding the Group’s options programs.

Note 14. Inventory
Decem ber 31,
2 009
2008

in USD thousands
C rude oil, Brazil

-

290

Note 15. Cash and cash equivalents
Restricted cash
Restricted cash in Norway relates to employee withholding taxes of USD 0.08 and USD 0.08 million
for 2009 and 2008, respectively. Restricted cash relating to a margin call for a currency swap was nil
and USD 6.9 million for 2009 and 2008, respectively.
In Brazil, cash of USD 4.0 million and USD 8.2 million are restricted for installments of long-term debt
to Unibanco for 2009 and 2008, respectively. The restricted cash of USD 8.0 million included in other
non-current assets as of December 31, 2008, to cover asset retirement obligations on the Coral field
was fully utilized during 2009.
Restricted cash in the US consists of USD 1.3 million and USD 4.3 million to back letters of credit in
the energy marketing segment for 2009 and 2008, respectively. Included in other current assets are
restricted cash for margin calls of USD 0.4 million and 0.9 million for 2009 and 2008, respectively.
Overdraft facilities
Norse Energy do Brazil has a BRL denominated bank overdraft facility of USD 1.7 million as of
December 31, 2009 and USD 2.1 million as of December 31, 2008, with USD 1.6 million and nil drawn
down as of December 31, 2009 and December 31, 2008, respectively. The overdraft facilities for
Coplex and Rio das Contas were cancelled in 2009 and their balances as of December 31, 2008 were
USD 0.7 million and USD 1.3 million, respectively.
Norse Energy Corp. USA has a bank overdraft facility of USD 21.8 million as of December 31, 2009,
and 15 million as of December 31, 2008, whereof USD 19.2 million and USD 4.3 million was drawn
down as of December 31, 2009 and 2008, respectively.
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Note 16. Share capital and reserves
in USD thousands, unless otherw ise indicated

Number of
shares

Balance at December 31, 2007

352 664 530

Share capital

Share premium reserve reduction (1)
Exercise of options
Balance at Decem ber 31, 2008
Share issue, September 2009
Balance at Decem ber 31, 2009

(1)

Share
premium

43 526

76 983

-

-76 983

500 000

88

261

353 164 530

43 614

261

35 316 451

5 393

17 366

388 480 981

49 007

17 627

The reduction in share premium approved at the Annual General meeting held in May 2008, was registered with the
Register of Business Enterprises in April 2009.

All issued shares have a par value of NOK 0.88 and are of equal rights. Norse Energy Corp. ASA is
incorporated in Norway and the share capital is denominated in NOK. In the table above, the issued
capital and share premium is translated to USD at the foreign exchange rate in effect at the time of
each share issue.
Norse Energy Corp. ASA holds 108,605 treasury shares as of December 31, 2009. Management has
been authorized to purchase up to 35,266,453 treasury shares.
The Group has issued 75 million warrants in connection with its USD 75 million bond loan. The
warrants give the right to new ordinary shares at NOK 6.10 per share. See note 17 for details relating
to the USD 75 million bond loan.

Note 17. Interest-bearing debt
Below is a summary of the company's interest bearing debt as of December 31, 2009:

in USD thousands
Norw ay
NEC 01 - NOK 286 million bond loan
NEC 02 - USD 75 million bond loan
NEC 03 - USD 8.8 million bond loan
NEC 04 - NOK 27 callable bond loan
NEC 05 - USD 17.8 million bond loan
Brazil
Coplex - USD
Coplex - USD
NEdB - USD
NEdB - USD
RdC - BRL
RdC - USD
RdC - USD
RdC Bridge loan - BRL
USA
Gathering & Transmission
Exploration and production
Total

Interest rate

date

Within 1
year

10% fixed
6.5% fixed
9.5% fixed
11.5% fixed
10.707%

7/13/2010
7/14/2011
7/6/2010
9/25/2012
9/25/2012

48 587

Libor + 5.5%
Libor + 4.75%
9.55% fixed
6.60 % fixed
5.3% - 6.8% + TJLP
Libor + 4.65%
Libor + 4.65%
CDI + 7.5%
4.250%
prime + margin

After 1
year

Total

8 778
-

68 165
4 642
17 710

48 587
68 165
8 778
4 642
17 710

10/15/2010
10/15/2010
10/13/2012
7/5/2009
10/15/2013
12/05/2011
12/28/2011
03/17/2009

3 333
3 334
9 800
833
29 022
1 864
1 973
30 728

-

3 333
3 334
9 800
833
29 022
1 864
1 973
30 728

9/30/2015
1/1/2010

788
19 120
158 160

4 233
94 750

5 021
19 120
252 910

The effective interest rate presented in the table for the NOK 286 million bond loan and the USD 75
million bond loan are the contractual rates, not the calculated interest rate under IFRS which is based
on amortized cost.
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Certain loans are classified as short-term debt as of December 31, 2009, as the Group was not in
compliance with all financial covenants and the waivers obtained does not meet the IFRS
requirements in order to keep the loans classified as long-term debt. These loans are grouped as due
within one year in the above table. See further details below.
Restructuring
In December 2009, Norse Energy Corp. ASA received approval from the bondholders for a full
restructuring of its bond portfolio by restructuring all of the outstanding bonds, NEC01, NEC02,
NEC03, NEC04 and NEC05. The debt obligations will be separated between the US and Brazilian
entities. The bond debt restructuring proposal was accepted by bondholders in a bondholder’s
meeting in December 2009, and will become effective upon the completion of the condition precedents
stated in the revised loan agreements, including execution of a number of amendment agreements by
the parties thereto and the demerger taking effect before July 1, 2010.
The principal repayments of the loan agreements will be changed to repayment of approximately USD
23 million in 2010, approximately USD 24 million in 2011, USD 56 million in 2012, USD 4 million in
2013 and USD 10 million in 2014. This reduces principal repayments in 2010 by approximately USD
34 million and USD 51 million in 2011. The bondholders are compensated with (amongst others)
security by pledge over shares in subsidiaries and intercompany loans, early repayments of 15% of all
outstanding bonds, new warrants in the US entity and increased interest coupon.
Existing debt
Norway financing
NOK 286 million bond loan (“NEC 01”)
In 2005, Norse Energy issued a 5-year senior unsecured bond loan, with a total borrowing limit of NOK
300 million. During 2008, bondholders representing NOK 14 million exchanged bonds in NEC 01 for
NEC 04 bonds leaving the balance for NEC 01 at NOK 286 million. The bonds are listed on the Oslo
Stock Exchange (OSE) under the ticker “NEC01”. The bonds have a five year bullet maturity, with an
annual coupon rate of 10 %.
The Group settled the currency swap agreement relating to NEC 01 in March 2009, which related in
the recognition of a USD 1.8 million gain.
The main covenants for the bond loan are as follows:
• Maintain book equity of minimum USD 50 million in the parent company.
• Within a calendar year from when the loan was issued, Norse Energy cannot make any dividend
payments, shares repurchases, or make any other distributions that constitutes more than 50% of
net profits after taxes.
• Total equity shall constitute at least 30% of “Capital employed” in the parent company. “Capital
employed” is defined as Norse Energy’s total equity plus interest bearing debt, including financial
instruments that have the commercial effect of borrowing, including guarantees and leasing
commitments.
The Group was in compliance with the loan covenants as of December 31, 2009.
USD 75 million bond loan (“NEC 02”)
In 2006, Norse Energy issued USD 75 million five year bond notes. The notes are unsecured, mature
on July 14, 2011, with a fixed coupon rate of 6.5% p.a. The effective interest rate is 12% as the value
of the warrants and the capitalized transaction costs are amortized over the life of the bonds. The
bonds are listed on the OSE under the ticker code “NEC 02”.
Subscribers were allocated warrants that give the holders rights to subscribe to one new share in the
Norse Energy Corp. ASA at an exercise price of NOK 6.10 per share. The warrants are listed on the
OSE under the ticker code “NEC-J”.
IAS 39 requires that the proceeds from the issuance of bond loans are split between the long-term
loan element and the embedded derivative. In this case the fair value of the option to convert to
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shares (the warrants). The long-term loan element is amortized to the full value of the loan over the life
of the loan, based on the effective interest rate method. As USD is the functional currency of Norse
Energy Corp. ASA and the warrants are denominated in NOK, IFRS requires that the warrants are
recorded as a liability and not as a component of equity.
At each reporting date, any change in the fair value of the warrants in recorded in the statement of
comprehensive income based on the price of the NECJ warrants. An increase in the fair value of the
warrants will cause a charge to the income statement and a corresponding increase in the liability. A
decrease in the warrant price will lead to a decrease in the liability. The Group recognized gains of
USD 0.7 million and 8.1 million relating to changes in the fair value of the warrants in 2009 and 2008,
respectively. These gains do affect amount to be repaid to the bondholders at the maturity date.
As of December 31, 2009, no warrants were converted to shares. The Group holds own bonds totaling
USD 1.0 million as of December 31, 2009.
The Group was in compliance with the loan covenants as of December 31, 2009.
USD 8.8 million bond loan (“NEC 03”)
In December 2008, the Group issued USD 8.8 million bond notes. The bonds are unsecured, mature
in July 2010, with an annual coupon rate of 9.5 %.
The main covenants for these bonds are the same as for the NEC 01 bonds. The Group was in
compliance with the loan covenants as of December 31, 2009.
NOK 27.0 million bond loan (“NEC 04”)
In September 2008, the Group issued NOK 27 million bond notes. The notes are unsecured, have a
four year bullet maturity, with an annual coupon rate of 11.5%.
The main covenants for these bonds are the same as for the NEC 01 bonds. The Group was in
compliance with the loan covenants as of December 31, 2009.
USD 17.8 million bond loan (“NEC 05”)
In December 2008, Norse Energy issued USD 17.8 million bond notes. The notes are unsecured,
have a September 25, 2012 maturity, with an annual coupon rate of 10.707%.
The main covenants for these bonds are the same as for the NEC 01 bonds. The Group was in
compliance with the loan covenants as of December 31, 2009.
Brazil financing
In January 2006, Coplex entered into two financing agreements through an on-lending transaction in
U.S. Dollars for the development and production of natural gas in the Manati field in the amount of
USD 20.0 million. The loans are payable over 72 months, and mature on October 15, 2010. The
interest rates are LIBOR plus 5.5 % and LIBOR plus 4.75 % respectively. On December 31, 2009, the
total balance of these two obligations was USD 7.1 million. The main loan conditions include pledging
of the shares in Coplex, oil in Coral and Estrela do Mar as well as pledge in the gas in BCAM-40. The
financial covenants require the company to keep an equity ratio at a minimum of 30 %, and
maintaining a debt service coverage ratio in excess of 1.4. Further, it is a condition that Coplex
maintains its license rights in Brazil. The agreements also have cross default covenants, meaning that
any default of other material agreements for Coplex will lead to a default under these loan
agreements.
In April 2007, Norse Energy do Brasil entered into a loan agreement through an on-lending transaction
in USD, at the amount of USD 9.8 million, for the acquisition of interest in the Cavalo Marinho and
Estrela do Mar fields. The loan is payable over 66 months, and matures in October 2012. The interest
is fixed at 9.55 %. On December 31, 2009, the balance of this obligation was USD 12.4 million. The
main loan conditions include pledging of the oil in Cavalo Marinho. The financial covenants require the
company to keep an equity ratio at a minimum of 30 %, and maintaining a debt service coverage ratio
in excess of 1.3. Further, it is a condition that Norse Energy do Brasil maintains its license rights in
Brazil. The agreements also have cross default covenants, meaning that any default of other material
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agreements for Norse Energy do Brasil will lead to a default under these loan agreements.
In November 2006, Rio das Contas entered into a credit agreement for investment in production and
transport of natural gas and condensate from the Manati field in the amount of BRL 82.7 million. The
amount was divided into four tranches; (i) BRL 6.7 million; (ii) BRL 60.2 million; (iii) BRL 1.6 million;
and (iv) BRL 14.2 million. Tranches (i) and (ii) are amortized over 72 months, and carry an interest rate
of currency basket or TJLP plus a fixed rate. Tranches (iii) and (iv) are amortized over 51 months, and
also carry an interest rate of either a currency basket or TJLP plus a fixed rate. On December 31,
2009, the balance of this obligation was BRL 50.8 million (USD 29.2 million).
In July 2007, Rio das Contas entered into loan agreements through an on-lending transaction in USD
at the amount of USD 7.7 million, for the development of natural gas and condensate in the Manati
field. The loans are payable over 53 months, and matures in December 2011. On December 31, 2009,
the total balance of these two agreements was USD 3.8 million.
In September 2008, Rio das Contas entered into a loan agreement for a USD 21.4 (BRL 40 million)
bridge-loan facility. The bridge loan will be replaced with an approved second BNDES Reais credit
facility named BNDES II of which first disbursement is expected to take place during Q2 2010. This
credit facility totaling BRL 80.8 million is financing completed exploration drilling, additional
infrastructure investments connected to the Manati project, environmental investments and
investments in the compressor unit that is planned for 2012.
The credit agreements in Rio das Contas described above require pledging of the shares in Rio das
Contas, and the gas revenues from BCAM-40. The financial covenants require the company to keep
an equity ratio at a minimum of 30%, and maintain a debt service ratio in excess of 1.3. Further, the
agreement requires Rio das Contas to maintain its license rights in Brazil. The agreements also have
cross default covenants, similar to those described above.
The company was not in compliance with the loan covenants as of year-end. As a consequence, USD
28.0 million was re-classified from long-term to short-term interest-bearing debt in line with IFRS
requirements.
A debt restructuring agreement has been signed for the loans in Brazil, and is being finalized although
some last formalities are still remaining before the agreement will be executed. The BNDES II
disbursement will replace the current bridge loan and the refinancing agreement with the local banks
include a new treasury fund loan that will replace the current loans in Coplex and NEdB as well as the
project finance loans described above in Rio das Contas. All loans will be converted into Reais and
transferred to Rio das Contas, pledged against Manati cash flow and the shares in Rio das Contas.
Brazil will locally remain with three loan agreements in Rio das Contas after all the formalities of the
refinancing agreement are in place (BNDES I, BNDES II and Treasury Fund Loan) . Coplex and NEdB
will have no local bank debt after this transaction. The BNDES I loan will continue without changes,
the BNDES II credit facility is divided into four tranches; (a) BRL 9.8 million; (b) BRL 38.1 million; (c)
BRL 32.1 million; and (d) BRL 0.8 million. Tranches (a,c and d) have one year grace period, are then
amortized over 96 months and carry an interest rate of TJLP plus a 4.8% fixed rate. Tranche (b) which
is to finance investments in the compressor unit has a two year grace period and is then amortized
over 96 months, and carry an interest rate of TJLP plus a 5.3 % fixed rate.
The treasury fund loan will have a one year grace period and then be amortized over 48 months and
carry an interest of CDI (interbank rate currently at 8.63%) plus 7.5%. The treasury fund loan includes
a cash sweep clause that any surplus cash in Rio das Contas will be used to amortize this loan. The
cash sweep clause ceases after the treasury fund loan is repaid.
USA financing
The exploration and production business segment has a revolving credit agreement with a bank
collateralized by certain assets with a borrowing base of USD 21.8 million. The borrowing base is
based on net proven production reserves and the prevailing natural gas prices in the market place. As
reserves, production, and the price of natural gas changes, the borrowing base is periodically
adjusted. The credit available under the agreement was USD 2.7 million as of December 31, 2009.
The credit agreement carries an interest rate ranging from prime to prime plus 0.375% depending on
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the utilization of the credit line.
In addition to other nonfinancial covenants, the credit agreement requires the business segment to
maintain certain financial covenants. As of December 31, 2009, this business segment failed to
comply with certain covenant requirements under the credit agreement which constitutes a pending
default, as defined. As such, the balance owed under the credit agreement is being presented as
current liabilities.
As of December 31, 2009, the gathering system business segment has a term note payable with a
remaining value of USD 5.0 million and an imputed interest rate of 4.25%. The principal and interest
are payable quarterly in the amount of USD 0.2 million until September 30, 2015. As a result, of the
term, the business segment has recorded USD 0.8 million as current liabilities. The financing
agreement is secured by the physical pipeline assets. In addition, Norse Energy Holdings, Inc. has
entered into a limited guaranty and surety agreement with the seller on this note payable. As of
December 31, 2009 USD 1.0 million of this guaranty remains. After this amount has been repaid, no
obligations by Norse Energy Holdings, Inc. USA are due to seller. The business segment was in
compliance with the covenants of the term note payable.

Note 18. Asset retirement obligations
In accordance with agreements and legislation, the wellheads, production assets, pipelines and other
installments may have to be dismantled and removed from oil and natural gas fields when the
production ceases.
The following table presents a reconciliation of the beginning and ending aggregate carrying amounts
of the obligations associated with the retirement of oil and natural gas properties:
in USD thousands

2009

At January 1
Liabilities incurred during the year
Incurred removal of Coral expenditures
Changes in estimated obligations
Accretion expense
At December 31

15 824
18
-10 950
8 242
38
13 172

12 632
239
-2 261
5 182
32
15 824

Short-term asset retirement obligations
Long-term asset retirement obligations

13 172

10 950
4 874

2008

For the year ended December 31, 2009, included in the asset retirement obligation above is USD 12.7
million for Brazil and is based on an appraisal report prepared by the operator of the Manati field's
engineers to Agencia Nacional de Petroleo (Petroleum National Agency) regulations. The asset
retirement obligations for the US natural gas fields amounted to USD 0.5 million.
The decommissioning of the Coral field was concluded during 2009.

Note 19. Guarantees and pledges
Brazil
Norse Energy Corp. ASA has provided a performance guarantee to the Brazilian petroleum directorate
ANP, in terms of which the company is liable for the commitments for Coral, Estrela-do-Mar, Cavalo
Marinho, BCAM-40, BM-CAL 5 and Sardinha licenses in accordance with the given concessions for
the licenses.
Norse Energy is liable for any default by the other partners in the consortiums, via the participation in
the joint operating agreements.
All shares in Coplex and Rio das Contas have been pledged as collateral for the financing of the
engagements in Brazil.
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In accordance with the loan agreements with one of the lenders, the oil and gas production and the
associated cash flow are pledged as collateral for the loan engagements. The future oil production
from Cavalo Marinho field is pledged to one of the company’s lenders.
Norse Energy Corp. ASA has provided guarantee letters for certain loans that its subsidiaries have in
Brazil, totaling USD 6.7 million.
USA
Within the exploration and production business segment an entity has pledged nearly all its assets as
security under the credit agreement. The amount of eligible borrowings under the agreement is USD
21.8 million. The net book value of assets pledged under this business segment is USD 113 million.
The gathering systems segment has a financing agreement with Columbia Gas which is secured by
the physical pipeline asset. In addition, the US parent has a limited guarantee and surety agreement
with Columbia Gas for part of the payments due. As of December 31, 2009, a guarantee of USD 1.0
million of the obligation remains. The energy marketing segment has pledged cash accounts as
security for letters of credit in the amount of USD 1.3 million.

Note 20. Other commitments and contingent liabilities
Brazil
In the Round 9 exploration blocks (S-M-1035, S-M-1036 and S-M-1100), the work program
commitment is related to seismic study and is part of the ANP requirement to be completed three
years after the licenses have been awarded. The seismic data was acquired in 2009 with a cost of
approximately USD 7.5 million (the Group’s share).
The Group has recorded contingent liabilities related to various acquisitions that occurred in 2005 and
2006. These liabilities are contingent upon certain milestones and consist of USD 1.5 million related
Cavalo Marinho, USD 4.0 million related to Sardinha and USD 3.0 million related to Estrela-do-Mar.
USA
In the US, Norse Energy is leasing the majority of the land where natural gas is being produced. Such
leasing contracts are entered into before drilling of the wells start, and should the drilling fail to find any
producible gas; the leasing contract may be terminated. Generally, the Group pays a 12.5% royalty of
gross revenue from natural gas production to the landowners in the US where the land is leased.

Leasing arrangements
Operating leases relate to leases of office space and various equipment with lease terms of between 1
and 10 years.
Paym ents recognized as an expense
in USD thousands
Minimum lease payments
Contingent rentals
Sub-lease payment received
Total
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2009

2008

2 200
-56
2 144

2 142
2 142

Non-cancellable operating lease com m itm ents
in USD thousands
Not later than 1 year
Later than 1 year and not later than 5 years
Later than 5 years
Total

2009

2008

1 464
2 276
881
4 621

1 463
3 363
1 257
6 083

Note 21. Related parties transactions
Norse Energy has certain transactions with related parties. All transactions are priced on arm's length
basis. See note 10 in the parent company's notes for shares owned by Officers and Board directors in
Norse Energy.
Norway
Norse Energy leases a parking space in Oslo from the CEO for NOK 1,500 per month, equaling
approximately USD 2,900 and USD 3,200 in 2009 and 2008, respectively.
Brazil
Norse Energy do Brazil has a long-term note receivable from Kjetil Solbrække – Head of Brazilian
operations. Refer to note 7 for details on the terms of this loan
USA
For the year 2009, Norse Energy Holdings, Inc. (NEH) through its' subsidiary NEC USA and
Vandermark provided well tending services, technical support, and other expertise to Somerset
Production Company (SPC). NEC USA has an 18% interest in SPC. For the year, NEC USA has billed
Somerset approximately USD 166 thousand for expense reimbursement, well tending fees and other
miscellaneous costs. As of December 31, 2009 NEC USA has a net payable of USD 74 thousand. All
transactions are deemed to be negotiated at arm’s length.
Norse Energy Corp USA has a long-term note receivable from Øivind Risberg - CEO and Head of US
operations. Refer to note 7 for details on the terms of this loan.

Note 22. Financial risk management
Overview
The activities of the Group are exposed to various financial risks such as, liquidity risk, credit risk and
market risk. The latter includes foreign exchange risk, interest rate risk, price risk and energy
marketing activity risk. The overall risk management program focuses on the unpredictability of
financial markets and seeks to minimize potential adverse effects on financial performance – more
specifically the risk associated with our floating interest loans, currency loans and the price for oil and
gas. Derivative financial instruments are used to hedge such risk exposures.
Financial risk management is carried out by employees in the parent company Norse Energy Corp.
ASA in Oslo under policies approved by the Board of Directors. Management of Norse Energy Corp.
ASA identifies, evaluates and hedges financial risks in close cooperation with the operating units in
Brazil and the USA. The Board of Directors reviews these written principles for overall risk
management and the policies covering specific areas, such as foreign exchange risk, interest rate risk,
credit risk, use of derivative financial instruments and non-derivative financial instruments, as well as
investment of excess liquidity.
This note presents information about the Group’s exposure to the risks mentioned above and the
objectives and policies for measuring and managing such risks.
Liquidity risk
Liquidity risk is the risk that the Group will not be able to meet its obligations as they fall due. Prudent
liquidity risk management includes maintaining sufficient cash and marketable securities, the
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availability of funding from an adequate amount of committed credit facilities, and the ability to close
out market positions. Due to the dynamic nature of our underlying business, parent company
management maintains flexibility in funding by maintaining availability under committed credit lines
and through the bond market. In addition, management obtains funding through reserve based lending
in the US and assets based lending in both the US and Brazil.
Note 12 sets out the maturity profile of the financial liabilities of the Group based on contractual
undiscounted payments.
Credit risk
Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents, derivative
financial instruments and deposits with banks and financial institutions, as well as credit exposures to
customers, including outstanding receivables and committed transactions.
For banks and financial institutions, only independently rated parties with a minimum rating of “A” are
accepted. Any change of financial institutions (except minor issues) are approved by the CFO.
If our customers are independently rated, these ratings are used. Otherwise, if there is no independent
rating, risk control in the operating units assesses the credit quality of the customer, taking into
account its financial position, past experience and other factors. The utilization of credit limits is
regularly monitored and kept within approved budgets.
The credit risk of the buyer of gas (Petrobras) to default on the payment is considered to be very low.
The credit risks for the sale of natural gas, and sale and purchase of natural gas via the subsidiary Mid
American Natural Resources (“MANR”) and from the US G&T segment is similarly considered to be
low as historically the amount of default of receivables has been very low and the Group has
implemented routines to screen its customers. The Group has secured significant guarantees from
customers of MANR.
Note 12 sets out the Group’s maximum risk exposure.
Market risk
Foreign exchange risk
Norse Energy operates internationally and is exposed to foreign exchange risk arising from various
currency exposures, primarily with respect to the Norwegian Kroner (NOK), the US dollar (USD) and
the Brazilian Reais (BRL). Management has set up a policy where group companies are required to
manage their foreign exchange risk against their functional currency. Foreign exchange risk arises
when future commercial transactions or recognized assets or liabilities are denominated in a currency
that is not the entity’s functional currency.
Norse Energy has investments in foreign operations, whose net assets are exposed to foreign
currency translation risk. However, the Group has obtained loans in BRL to mitigate the currency risk
arising from the subsidiaries net assets.
Interest rate risk
Norse Energy has interest rate risk exposure arising from changes in USD, BRL and NOK interest
rates on our long-term borrowings. Borrowings issued at variable rates expose the Group to cash flow
interest rate risk. Borrowings issued at fixed-rates expose the Group to fair value interest rate risk.
To manage interest rate risk, management retains a proportion of fixed to floating rate borrowings
within limits approved by the Board of Directors. The Group achieves this through obtaining a mix of
fixed and floating rate term debt, and by entering into interest rate swaps.
Commodity price risk
The nature of the Group’s industry is subject to considerable price volatility, over which we hold little
control, and a material decline in commodity prices could result in a decrease in our production
revenue. To manage this risk, we strive to keep a balance between fixed and floating price contracts.
NATURAL GAS
The Group has natural gas production both in Brazil and in the US.
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In Brazil, a fixed price contract, which is adjusted annually for inflation and with price renegotiation in
three years, has been established with Petrobras. This take-or-pay contract has a term related to a
minimum and a maximum volume produced. As Petrobras is deemed as a higher creditworthy
customer, no further risk management measures are deemed necessary for the natural gas production
in Brazil.
In the US, the Group’s natural gas production is subject to market price fluctuations. As operator for
most all of the US gas production, the Group is also the seller of most all our production. The Group’s
gas production is not exposed to significant production interruptions outside of potential freeze ups
during wintertime or when interstate pipelines, which we transport most all our production, are down
for maintenance or we have compression downtime as most of the gas production requires
compression for sale.
Due to historical limited downtime, almost all our US gas production is therefore deemed acceptable to
use fixed price forward sales contracts to secure certain profits level. These forward contracts can be
either physical or financial derivative based. Historically, the Group has been using both the physical
and financial markets to secure some of its future production. In general, the Group has a policy to
hedge not more than 60% of proven production, which could be increased to 80% in more special
circumstances. Currently, any hedging is subject to Board of Directors approval.
Marketing activity risk
The US EM segment generates a margin through sales and purchases of physical volumes of natural
gas. The majority of the fixed price purchase-contracts, both financial and physical, are balanced with
fixed price sales-contracts, financial or physical.

Note 23. Legal proceedings
Brazil
Norse Energy do Brasil is a party in a lawsuit filed by the Municipality of Cairu- Bahia, against ANP (the
Brazilian Petroleum Agency), Petrobras, Queiroz Galvão Oleo & Gas and Brasoil Manati Exploração
Petrolífera, in June 2008. The Municipality of Cairu is demanding that the concession agreement is
declared invalid and that the royalty is increased from the current rate of 7.5% to 10%. In addition, the
municipality claims that the difference of 2.5% is paid with retroactive effect from the startup date. Norse
Energy’s legal advisors evaluate the risk of financial liabilities associated with this lawsuit as remote. No
accrual has been made related to this issue.
The Association of Petrobras Engineers (AEPET) filed a lawsuit against ANP and all companies that bid
on concessions in the ANP 3rd Round. The purpose of this lawsuit was to annul the 3rd Bid Round as
well as all the concession contracts signed as a result of this bid round. Since Norse Energy’s subsidiary
Rio das Contas acquired the concessions in BM-CAL 5 & 6 that was granted to Petroserv in this bid
round, it was summoned to reply to the lawsuit. Norse Energy evaluates the risk related to this lawsuit to
be remote as the arguments used to annul the 3rd Bid Round and signed concession contracts are
inconsistent, and are against previous jurisprudences of the Court of the State of Rio de Janeiro. No
accrual has been made related to this lawsuit.
Norse Energy’s subsidiary Rio das Contas is a party in two lawsuits filed by the Fishermen Association in
the Manati Project region demanding indemnification for environmental damages as a result of alleged
non-implementation of the compensatory measures established on the Environmental studies and
reports part of the Environmental Licensing Process. There was a subsequent request for an injunction
to suspend the activities of implementation of the platform, pipeline and all infrastructure related to the
project, which was not granted by the Court. Norse Energy evaluates the risk associated with this law
suit as remote since the basic argument is that the implementation of the Manati project has caused
environmental damages, but throughout the petition there was no indication of a concrete damage. The
issuance of the IBAMA Operation License further strengthens the Norse Energy’s case. No accrual has
been made related to these lawsuits.
Norse Energy subsidiary Coplex Petróleo do Brasil Ltda is under an administrative preceding with the tax
authorities regarding PIS (Social Integration Program) and COFINS (Social Securities on Revenues)
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levied on financial revenues, which on December 31, 2009, totaled approximately USD 1,0 million. On a
first jurisdiction the decision was favorable to Coplex; however a second level judgment is ongoing in
order to receive a final decision. Based on the opinion of Norse Energy’s legal advisors, the risk of loss is
considered remote. Accordingly, no accrual has been made in the financial statements related to this
administrative proceeding.
In May 2009, a lawsuit was brought against Norse Energy’s subsidiary Coplex Petróleo do Brasil Ltda
ias a result of two administrative proceedings with the tax authorities regarding the payment of PIS
(Social Integration Program) and COFINS (Social Securities on Revenues), totaling approximately Reais
1.4 million. The taxes under discussion have already been paid. Proofs of the payments were done and
a response from the tax authorities is pending.

USA
In May 2008, a lawsuit was brought against NEC USA related to damages suffered to certain real
property. The suit contends that NEC USA trespassed onto private property and harvested and removed
timber. Damages are sought in the amount of USD 85,000 for the timber and USD 255,000 for treble
damages. The case is in the early stages and it is too difficult to determine the likelihood of an
unfavorable outcome. Therefore, no liability has been accrued related to this claim.
The US GT segment has legally challenged several of the property tax assessments on the parcels of
real property. A majority of the townships have agreed to honor the settlement amounts and maintain the
assessments at the settled levels. However, there are five townships that have assessed the real
property with an increase. Norse Pipeline is contesting the reassessment and has not accrued for any of
the increase in property tax. These reassessments pertain to the 2010 calendar year and accordingly
have no impact on 2009's financial results.
Two separate lawsuits have been submitted involving an injury claim to a subcontracted individual of a
drilling services company who was injured during drilling operations. In each respective case, the Group
was indemnified by the drilling company from any liability for any damages awarded.
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Note 24. Subsidiaries
Details of the Group’s subsidiaries as of December 31, 2009, are as follows:


Ow nership interest

Place of

Com pany

Norse Energy Corp. ASA

Naftex Energy Corporation

Subsidiaries

incorporation

and voting pow er

and operation

12/31/09

12/31/08

Norse Energy AS

Norw ay

100 %

100 %

Norse Energy Corp. USA

USA

100 %

100 %

Naftex Energy Corporation

Canada

100 %

100 %

Norse Energy do Brasil S.A.

Brazil

69,99 %

99,99 %

Coplex Petroleo do Brasil Ltda.

Brazil

0,01 %

0,01 %

New Brazil Holding ASA

Norw ay

100 %

100 %

Naftex Energy (Whitehorse) Limited

Canada

100 %

100 %

Naftex Energy (Yukon) Limited

Canada

100 %

100 %

Coplex Petroleo do Brasil Ltda.

Brazil

99,99 %

99,99 %

Rio das Contas Produtora de Petroleo Ltda

Brazil

57 %

57 %

Coplex Petroleo do Brasil Ltda.

Rio das Contas Produtora de Petroleo Ltda

Brazil

43 %

43 %

Norse Energy Corp. USA

Nornew , Inc.

USA

100 %

100 %

Nornew Energy Supply, Inc.

USA

100 %

100 %

Norse Pipeline, LLC

USA

100 %

100 %

Norse Energy do Brasil S.A.

Mid American Natural Resources, LLC

USA

100 %

100 %

NEC Drilling, LLC

USA

100 %

100 %

Strategic Energy Corporation

USA

50 %

50 %

MariCo Oil and Gas Corporation

USA

100 %

100 %

Nornew , Inc.

Vandermark Exploration, Inc.

USA

100 %

100 %

NEC Drilling, LLC

Drillco Inc.

USA

100 %

100 %

Strategic Energy Corporation

During the period, the Group disposed of 30% of its interest in Norse Energy do Brasil S.A., reducing
its interest to 69.99%. See note 4 for additional details regarding the disposal.

Note 25. Non-controlling interests
in USD thousands

2009

at January 1
Sale of minority interest in Norse Energy do Brasil S.A. (see note 4)
Share of loss for the year
Share of other comprehensive income for the year
at Decem ber 31

31 522
-3 832
2 394
30 084

2008
-

Note 26. Subsequent events
Towards the end of 2009 Norse Energy initiated a process to demerge the Group. This was approved
by an Extraordinary General Meeting in January 2010 and is expected to become effective in June
2010. Norse Energy Corporation ASA will thus become a pure-play independent focusing on
unconventional resources in the US, whereas an application has been filed for a separate listing of the
Brazilian entity with focus on South Atlantic region. In connection with the proposed demerger, Norse
Energy’s bondholders approved a restructuring in December 2009. See note 17 for further details
regarding the bond restructuring.
January 11, 2010, Norse Energy completed a private placement for a total of 70,588,235 new shares

Page | 54
A 285

at NOK 4.25 per share, directed towards Norwegian and international institutional investors. A
subsequent repair issue allocating 9,085,350 new shares took place in April 2010.
On March 15, 2010, Norse Energy announced its intention to form a South Atlantic oil and gas
independent by merging its Brazilian assets with Pan Petroleum, an oil company focusing on assets in
West-Africa. The transaction is expected to be concluded during the first half of 2010, and the new
combined company will apply for listing on the Oslo Stock Exchange.

Note 27. Reserves (unaudited)
The Group has adopted a policy of regional Reserve Reporting using external third party companies to
audit its work and certify reserves and resources according to the guidelines established by the Oslo
Stock Exchange (OSE). Reserve and Contingent Resource estimates comply with the definitions set
by the Petroleum Resources Management System (PRMS) issued by the Society of Petroleum
Engineers (SPE), the American Association of Petroleum Geologists (AAPG), the World Petroleum
Council (WPC) and the Society of Petroleum Evaluation Engineers (SPEE) in March 2007. Each
region (division) has a long standing relation with its certification agents: Gaffney, Cline & Associates
in Brazil and Schlumberger Technology Corporation in the US.
The following is a summary of key results from the reserve reports (net of the Group’s share):

1P Reserves
(MMBOE)

2P Reserves
(MMBOE)

5,8

7,2

Estrela-do Mar
Cavalo Marinho
Manati
Brazil

5,7
11,5
17,2

5,7
14,2
15,8
35,7

Total

23,0

42,9

US

During 2009, the Group had the follow ing reserve development:
2P reserves
(MMBOE)
Balance (previous ASR) as of December 31, 2008
Production 2009
Acquisitions/disposals since previous ASR
Revision of previous estimates
Balance (current ASR) as of Decem ber 31, 2009

43,8
-1,6
1,2
-0,5
42,9

(1)

(1) Brazil 1.2 MMBOE, US 0.4 MMBOE.

DEFINITIONS:
1P) Proved Reserves
Proved Reserves are those quantities of petroleum, which by analysis of geoscience and engineering
data, can be estimated with reasonable certainty to be commercially recoverable, from a given date
forward, from known reservoirs and under defined economic conditions, operating methods, and
government regulations.
2P) Probable Reserves
Probable Reserves are those additional Reserves which analysis of geoscience and engineering data
indicate are less likely to be recovered than Proved Reserves but more certain to be recovered than
Possible Reserves.
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Norse Energy Corp. ASA
Parent company financial statements
2009
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Parent Company Income Statement
Note

2009

2008

2007

Operating income
Operating revenues
Total operating income

2

3 020
3 020

5 789
5 789

572
572

Operating expenses
General and administrative expenses
Depreciation and impairment
Total operating expenses

3
4

29 298
419
29 717

30 966
140
31 105

16 235
77
16 312

-26 697

-25 317

-15 740

75 922
695
1 670
-66 988
-79 480
-16 685
-84 866

50 838
2 793
4 726
169 632
-71 996
-4 325
-9 370
142 299

30 546
7 314
44 971
-38 813
-69 635
-7 114
-198 398
-5 859
-236 987

-111 563

116 982

-252 727

-111 563

116 982

-252 727

in NOK thousands

Operating profit (loss)
Financial items
Interest received from subsidiaries
Other interest income
Other financial income
Currency gain/loss
Interest costs
Loss on derivatives
Impairment of subsidiary
Other financial costs
Net financial items

2
6
5
6
6
6

Result before income tax
Income tax expense
Result for the year

7
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Parent Company Balance Sheet
in NOK thousands

ASSETS
Non-current assets
Furniture, fixtures and office equipment
Investment in subsidiaries
Loan to subsidiaries
Total non-current assets
Current assets
Loan to subsidiaries
Other current assets
Cash and cash equivalents
Total current assets

Note

2009

2008

4
8
2

467
709 883
520 339
1 230 689

487
521 029
710 000
1 231 516

2

334 833
1 901
101 535
438 269

508 162
1 896
62 627
572 685

1 668 958

1 804 202

9

TOTAL ASSETS
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Parent Company Balance Sheet
Note

in NOK thousands

2009

2008

341 863
101 382
295 605
-92
738 758

310 785
1 310
295 605
-92
607 607

7 086
7 086

118 496
118 496

10

745 844

726 104

5

550 254
550 254

713
1 033 924
1 034 637

537
331 382
40 941
372 860

1 338
42 123
43 461

923 114

1 078 098

1 668 958

1 804 202

EQUITY AND LIABILITIES
EQUITY
Paid-in capital
Share capital
Share premium reserve
Other paid-in capital
Treasury shares
Total paid-in capital
Retained earnings
Other equity
Total retained earnings
TOTAL EQUITY
LIABILITIES
Long-term liabilities
Provision for accruals
Bond loans
Total long term liabilities
Current liabilities
Accounts payable
Bond loans
Other current liabilities
Total current liabilities

5

TOTAL LIABILITIES
TOTAL EQUITY AND LIABILITIES

Oslo, April 29, 2010

Dag Erik Rasmussen
Chairman

Bjarte Bruheim
Board member

Katherine H. Støvring
Board member

Odd Næss
Board member

Kathleen Arthur
Board member

Øivind Risberg
Chief Executive Officer
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Parent Company Statement of Cash Flows
2009

2008

Cash flows from operating activities
Net profit (loss) for the year
Depreciation and impairment
Employee options exercised
Loss on disposal of shares in subsidiary
Change in other assets and liabilities
Net cash flows from operating activities

-111 563
419
153
10 153
154 871
54 033

116 982
140
1 515
-152 887
-34 250

Cash flows from investing activities
Increase in loans to subsidiaries
Investments in office equipment
Investment in Biofuel Energy ASA
Proceeds from sale of shares in Biofuel Energy ASA
Proceeds from sale of shares in Norse Energy do Brasil S.A.
Investment in subsidiaries
Net cash flows from investing activities

-226 354
-399
194 529
-1 020
-33 244

-164 815
-369
-3 300
5 500
-162 984

Cash flows from financing activities
Proceeds from issuance of long-term debt
Repayment of long-term debt
Termination of currency swaps
Proceeds from sale of oil put options
Net proceeds from issuance of shares
Net cash flows from financing activities

-5 000
-18 034
131 150
108 116

211 599
-213 500
74 901
2 524
1 750
77 274

Net increase in cash and cash equivalents

128 905

-119 960

Cash and cash equivalents at the beginning of the year
Effects of exchange rate changes on the balance of cash held in foreign currencies
Cash and cash equivalents at the end of the year

62 627
-89 997
101 535

156 354
26 233
62 627

in NOK thousands
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Note 1. Accounting principles
The annual accounts for the parent company Norse Energy Corp. ASA (the “Company”) are prepared
in accordance with the Norwegian Accounting Act and generally accepted accounting principles in
Norway (NGAAP). The consolidated financial statements have been prepared under International
Financial Reporting Standards (IFRS) and are presented separately from the parent company.
The accounting policies under IFRS are described in note 3 of the consolidated financial statements.
The accounting principles applied under NGAAP are in conformity with IFRS unless otherwise stated
in the notes below.
The parent company’s annual financial statements are presented in Norwegian Kroner (NOK) which is
the currency used for accounting purposes. Shares in subsidiaries and other shares are recorded in
Norse Energy Corp. ASA’s accounts using the cost method of accounting. Bond loans are booked net
of the amortized transaction costs and transaction costs are amortized over the loan period.

Note 2. Transactions and balances with subsidiaries
Operating revenues relate to administrative services provided to subsidiaries.
Outstanding loans and balances, including accrued interest, with subsidiaries (denominated in USD)
amounted to NOK 855 million and NOK 1,218 million, as of December 31, 2009 and 2008,
respectively.
The parent company’s loans to the Brazilian subsidiaries Coplex, Rio das Contas and Norse Energy
do Brasil, as well as the Norwegian subsidiary Norse Energy AS, are classified as short-term, and
amount to USD 58 million (NOK 334 million) as of December 31, 2009, compared to USD 101 million
(NOK 710 million) as of December 31, 2008. Loans to Naftex at year-end 2009 and 2008 were written
off as recoverability was uncertain.
Loans to Norse Energy Corp. USA amounted to USD 90 million (NOK 520 million) as of December 31,
2009, and are classified as long-term loans. As of December 31, 2008, these loans amounted to USD
73 million (NOK 508 million).

Note 3. General and administrative expenses
Salaries
The Company had 5 employees at December 31, 2009, and an average of 5.5 employees during the
year, compared to 6 employees at December 31, 2008 and an average of 5.5 employees during 2008.
Wages and salaries for these employees are included in general and administrative expenses.
For details relating to remuneration to CEO Mr. Øivind Risberg and CFO Mr. Anders Kapstad, refer to
note 7 in the consolidated financial statements.
The Company has two option programs amounting to a total of 18 million shares, approved by the
Annual General Meetings held on May 23, 2006 and May 20, 2008. At the beginning of the year, 9.9
million of these options were granted to key employees, and 6.4 million additional options were
granted during 2009. For further details on this program, see note 13 in the consolidated financial
statements.
Employee related expenses:
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2009

in NOK thousands

Wages
Employer's contribution
Pension costs
Other compensation
Total

9 546
1 343
644
-57
11 476

2008
6 559
1 340
391
1 582
9 872

2007
4 843
1 105
327
848
7 123

Board of Directors remuneration
in NOK thousands

Dag Erik Rasmussen, Chairman (1)
Petter Mannsverk Andresen, former Chairman (1)
Other board members
Total
(1)

2009

2008

2007

350
1 200
1 550

350
900
1 250

375
1 175
1 550

On May 19, 2009, Mr. Rasmussen was elected Chairman replacing Mr. Andresen.

Pensions
The Company is required to have an occupational pension scheme in accordance with the Norwegian
law on required occupational pension ("Lov om obligatorisk tjenestepensjon"). The Company
established a pension scheme in 2006 that meet the requirements of that law. In June 2007, the
Company changed the pension scheme to a defined contribution scheme. Subsequent to this change,
no pension liability is recognized in the balance sheet. Expenses related to the new scheme of NOK
416 thousand and NOK 391 thousand was incurred during 2009 and 2008, respectively.
The actuarial assumptions are based on assumptions of demographical factors normally used within
the insurance industry and are in line with current recommendations provided by the Norwegian
Accounting Standards Board.
Auditor
Fees (excluding VAT) to the Group's auditors are included in general and administrative expenses and are shown
below:
in NOK thousands
2009
2008
2007

Deloitte
Statutory audit
Audit related services
Tax services
Other
Ernst & Young
Statutory audit and audit related services
Other
Total
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1 092
558
46
41

400
58
11

-

-

839
-

1 030
44

1 737

1 308

1 074

Note 4. Furniture, fixtures and office equipment
Furniture
IT and
and
office
fixtures equipment

in NOK thousands

Acquisition cost at January 1, 2009
Investments
Aquisition cost at December 31, 2009
Accumulated depreciation at December 31, 2009
Accumulated impairment at December 31, 2009
Net carrying value at December 31, 2009
Depreciation for the year
Impairment loss for the year

Total

310
365
675

471
34
505

781
399
1 180

-124
-188

-344
-57

-468
-245

363

104

467

-25
-188

-149
-57

-174
-245

During 2009, the Company moved its headquarters from Lysaker to Oslo. As a result, the Company
recognized a NOK 245 thousand impairment charge equaling the net carrying value of its furniture and
fixtures and related office equipment located at the former headquarters location.
IT and office equipment is depreciated over three years on a straight-line basis, while furniture and
fixtures are depreciated over ten years also using a straight-line basis.

Note 5. Bond loans
Restructuring
In December 2009, Norse Energy Corp. ASA received approval from the bondholders for a full
restructuring of its bond portfolio by restructuring all of the outstanding bonds, NEC01, NEC02,
NEC03, NEC04 and NEC05. The debt obligations will be separated between the US and Brazilian
entities. The bond debt restructuring proposal was accepted by bondholders in a bondholder’s
meeting in December 2009, and will become effective upon the completion of the condition precedents
stated in the revised loan agreements, including execution of a number of amendment agreements by
the parties thereto and the demerger taking effect before July 1, 2010..
The principal repayments of the loan agreements will be changed to repayment of approximately USD
23 million in 2010, approximately USD 24 million in 2011, USD 56 million in 2012, USD 4 million in
2013 and USD 10 million in 2014. This reduces principal repayments in 2010 by approximately USD
34 million and USD 51 million in 2011. The bondholders are compensated with (amongst others)
security by pledge over shares in subsidiaries and intercompany loans, early repayments of 15% of all
outstanding bonds, new warrants in the US entity and increased interest coupon.
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Existing debt

in NOK thousands

NEC 01 - NOK 286 million bond loan
NEC 02 - USD 75 million bond loan
NEC 03 - USD 8.8 million bond loan
NEC 04 - NOK 27 callable bond loan
NEC 05 - USD 17.8 million bond loan
Total

Interest
rate

date

10% fixed
6.5% fixed
9.5% fixed
11.5% fixed
10.707%

7/13/2010
7/14/2011
7/6/2010
9/25/2012
9/25/2012

Within 1
year

After 1
year

280 676
50 706
331 382

421 132
26 816
102 306
550 254

Total
280 676
421 132
50 706
26 816
102 306
881 636

NOK 286 million bond loan (“NEC 01”)
In 2005, the Company issued a 5-year senior unsecured bond loan, with a total borrowing limit of NOK
300 million. During 2008, bondholders representing NOK 14 million exchanged bonds in NEC 01 for
NEC 04 bonds leaving the balance for NEC 01 at NOK 286 million. The bonds are listed on the Oslo
Stock Exchange (OSE) under the ticker “NEC01”. The bonds have a five year bullet maturity, with an
annual coupon rate of 10 %.
The Company settled the currency swap agreement relating to NEC 01 in March 2009, which related
in the recognition of a NOK 14.9 million gain.
The main covenants for the bond loan are as follows:
• Maintain book equity of minimum USD 50 million in the parent company.
• Within a calendar year from when the loan was issued, The Company cannot make any dividend
payments, shares repurchases, or make any other distributions that constitutes more than 50% of
net profits after taxes.
• Total equity shall constitute at least 30% of “Capital employed” in the parent company. “Capital
employed” is defined as the Company’s total equity plus interest bearing debt, including financial
instruments that have the commercial effect of borrowing, including guarantees and leasing
commitments.
The Company was in compliance with the loan covenants as of December 31, 2009.
The interest from this loan amounted to approximately NOK 29 million in 2009.
USD 75 million bond loan (“NEC 02”)
In 2006, the Company issued USD 75 million five year bond notes. The notes are unsecured, mature
on July 14, 2001, with a fixed coupon rate of 6.5% p.a. The effective interest rate is 12% as the value
of the warrants and the capitalized transaction costs are amortized over the life of the bonds. The
bonds are listed on the OSE under the ticker code “NEC 02”.
Subscribers were allocated warrants that give the holders rights to subscribe to one new share in the
Norse Energy Corp. ASA at an exercise price of NOK 6.10 per share. The warrants are listed on the
OSE under the ticker code “NECJ”.
In accordance with NGAAP, the bond loan is recorded net of capitalized transaction costs. These
transaction costs will be amortized over the loan period. As of December 31, 2009, the loan amounted
to approximately NOK 433 million.
The Company was in compliance with the loan covenants as of December 31, 2009.
The interest from this loan amounted to approximately NOK 30 million in 2009.
USD 8.8 million bond loan (“NEC 03”)
In December 2008, the Company issued USD 8.8 million bond notes. The bonds are unsecured,
mature in July 2010, with an annual coupon rate of 9.5 %.
The main covenants for these bonds are the same as for the NEC 01 bonds. The Company was in
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compliance with the loan covenants as of December 31, 2009.
The interest from this amount amounted to approximately NOK 5 million in 2009.
NOK 27.0 million bond loan (“NEC 04”)
In September 2008, the Company issued NOK 27 million bond notes. The notes are unsecured, have
a four year bullet maturity, with an annual coupon rate of 11.5%.
The main covenants for these bonds are the same as for the NEC 01 bonds. The Company was in
compliance with the loan covenants as of December 31, 2009.
The interest from this amount amounted to approximately NOK 3 million in 2009.
USD 17.8 million bond loan (“NEC 05”)
In December 2008, the Company issued USD 17.8 million bond notes. The notes are unsecured, have
a September 25, 2012 maturity, with an annual coupon rate of 10.707%.
The main covenants for these bonds are the same as for the NEC 01 bonds. The Company was in
compliance with the loan covenants as of December 31, 2009.
The interest from this amount amounted to approximately NOK 12 million in 2009.

Note 6. Other financial income and costs, loss on derivatives and impairment of subsidiary

2009

in NOK thousands

Oil put options
Revus forward contract
Sale of Biofuel shares
Gain on purchase of treasury bonds
Other
Total

Oil put options
Loss on derivates

2008

2007

1 563
107
1 670

2 524
2 140
62
4 726

44 100
871
44 971

-

-

7 114
7 114

During 2009, the Company purchase treasury bonds resulting in a gain of NOK 1.6 million.
In 2009, the Company sold 30% of the shares in its subsidiary Norse Energy do Brasil for a cash
consideration of USD 30 million. The buyer was Sector Speculare (Private Equity) IV, a fund managed
by Sector Omega ASA (“Sector”). Funds managed by Sector are also the largest shareholder in Norse
Energy Corp. ASA. The transaction valued Norse Energy do Brasil at an enterprise value of USD 210
million. Included in this amount was debt of approximately USD 43 million to the parent company
Norse Energy Corp ASA. As a result, the Company recognized a loss of approximately USD 2.9
million (NOK 10.1 million), which is included in other financial costs. The USD 10 million loan from
clients of Sector Asset Management early in the second quarter was repaid with proceeds from the
sale of shares.
The shares in Biofuel Energy were sold during 2008, resulting in a gain of NOK 2.1 million. See note
12 for further details. The remaining oil put options were settled in late 2008, and resulted in a total
gain of NOK 2.5 million. Following this sale, the Company does not hold any oil put options.
The Revus forward contract was settled in the beginning of 2007 and resulted in a net gain for the
year of NOK 44.1 million.
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The impairment of subsidiary in 2007 of NOK 198 million is related to Norse Energy’s investment in
Naftex (NOK 189 million) and a receivable from Naftex (NOK 9 million). Following this impairment
charge, the carrying amount of the investment in and receivable on Naftex was NOK 0. For 2008, an
impairment charge related to a receivable on Naftex of NOK 4 million was recognized in the income
statement.
Refer to note 12 in the consolidated financial statements for details on the derivatives above.
Other financial costs are specified as follows:
2009

in NOK thousands

Amortization of capitalized loan transaction costs
VPS charges
Loss on disposal of shares in Norse Energy do Brasil S.A. (note 4)
Other
Total

2008

2007

5 820
546
10 153
166
16 685

8 658
618
94
9 370

5 574
398
-113
5 859

2009

2008

2007

-

-

-

2009

2008

2007

Note 7. Income tax
Income tax expense for the year:
in NOK thousands

Tax payable
Change in deferred tax
Income tax expense

Specification of the basis for tax payable:
in NOK thousands

Result for the year
+ Effect of permanent differences
+ Effect of temporary differences
Basis for tax payable

-111 563

116 982

-252 727

981
110 582
-

753
-117 735
-

145 643
107 084
-

2009

2008

2007

Specification of deferred tax:
in NOK thousands

Furniture, fixtures and office equipment
Accounts receivable
Financial instruments
Pensions and other accruals
Tax losses carried forward
Basis for calculating deferred tax asset
Calculated deferred tax asset (28%)

-68
-12 690
7 827
-775
-882 280
-887 986
248 636

121
-13 604
-17 268
-775
-743 739
-775 265
217 074

104
-9 279
56 240
-726
-939 339
-893 000
250 040

Deferred tax asset allowance
Deferred tax asset recognized in the balance sheet

-248 636
-

-217 074
-

-250 040
-
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The tax losses carried forward are available indefinitely to offset against future taxable profits. The
deferred tax asset is not recognized in the balance sheet due to uncertainty of income.

Note 8. Investment in subsidiaries
Investments in subsidiaries are booked at the lower of cost and fair market value. As of December 31,
2009, the holdings in subsidiaries consist of the following:
in NOK thousands, unless otherw ise indicated

Company
Norse Energy Corp. USA
Norse Energy do Brasil S.A.
Norse Energy AS
Coplex Petroleo do Brasil Ltda.
Naftex Energy Corporation
New Brazil Holding ASA
Total

Ownership
interest
and voting Carrying
rights
value
100 % 234 218
69,99 % 474 541
100 %
100
0,01 %
4
100 %
100 %
1 020
709 883

Headquarters
Buffalo, NY, USA
Rio de Janerio, Brazil
Oslo, Norway
Rio de Janerio, Brazil
Vancouver, Canada
Oslo, Norway

Norse Energy do Brasil S.A. has a 99.99% ownership interest and voting rights in Coplex Petroleo do
Brasil Ltda.

Note 9. Cash and cash equivalents
As of December 31, 2009, NOK 0.5 million is restricted cash related to tax withheld from employees.

Note 10. Shareholders equity and shareholder information
Nominal share capital in the parent company at December 31, 2009 amounted to NOK 341,863,263,
consisting of 388,480,981 shares at a par value of NOK 0.88.
The table below shows the changes in equity in the Company during 2008 and 2009:

in NOK thousands

Share
Share
capital premium

Other
paid-in
capital

Treasury
shares

Other
equity

Total

Equity at January 1, 2008
Share premium reduction
Employee stock option expense
Stock options exercised
Result for the year
Equity at December 31, 2008

310 345
440
310 785

295 605
-295 605
1 310
1 310

295 605
295 605

-92
-92

1 515
116 982
118 496

605 858
1 515
1 750
116 982
726 104

Share issue, September 2009
Share issue costs (net of tax effect)
Employee stock option expense
Result for the year
Equity at December 31, 2009

31 078
341 863

104 890
-4 818
101 382

295 605

-92

153
-111 563
7 086

135 968
-4 818
153
-111 563
745 844

Treasury shares
At December 31, 2009, the Company held 104,605 treasury shares, with a nominal value of NOK
92,052.
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Ownership structure
The Company had 5,038 shareholders at December 31, 2009. The twenty largest shareholders at
year-end were:
Number of
shares

Shareholder
GOLDMAN SACHS INT. - EQUITY UBS AG, LONDON BRANCH
NORDEA BANK NORGE ASA (1)
BRUHEIM (1)
VIKSUND AS (3)
DNB NOR SMB
SOLODDEN AS (3)
WESTCAP A/S
NESTOR SHIPPING AS (2)
FARSTAD
DANSKE BANK A/S
PACTUM AS
WILHELMSEN LINES SHIPOWNING AS
SAF INVEST AS
NORDNET BANK AB
CITIBANK N.A. (LONDON BRANCH)
TYRHOLM & FARSTAD A/S
MP PENSJON
NORDEA BANK DENMARK AS
VARMA MUTUAL PENSION INSURANCE

Holding in
%

72 108 008
34 866 219
14 223 582
11 300 000
8 050 500
7 300 000
6 561 394
5 190 200
4 389 000
3 900 616
3 529 006
3 500 000
3 000 000
3 000 000
2 832 785
2 820 100
2 529 616
2 489 600
2 357 127
2 136 286

18,56 %
8,98 %
3,66 %
2,91 %
2,07 %
1,88 %
1,69 %
1,34 %
1,13 %
1,00 %
0,91 %
0,90 %
0,77 %
0,77 %
0,73 %
0,73 %
0,65 %
0,64 %
0,61 %
0,55 %

Top 20 Shareholders

196 084 039

50,47 %

Other shareholders

192 396 942

49,53 %

Total shares

388 480 981

100,00 %

(1)
(2)
(3)

Owned by Bjarte Bruheim.
Owned by Odd Næss.
Owned by Øivind Risberg.

Shares owned by the CEO and board members, directly and indirectly, at December 31, 2009:
Shareholder

Position

Bjarte Bruheim

Director, Norse Energy Corp. ASA

# of shares
25 300 000

6,51 %

Odd Næss

Director, Norse Energy Corp. ASA

7 565 000

1,95 %

Øivind Risberg

CEO, Norse Energy Corp. ASA

14 611 894

3,76 %

In addition, Mr. Risberg holds 1,445,218 warrants in the Company.
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% of total

Shareholder distribution at December 31, 2009:
Amount of shares
1 - 1000

# of shareholders % of total # of shares
Holding in %
505
10,02 %
285 547
0,1 %

1 001 - 5 000
5 001 - 10 000
10 001 - 100 000
100 001 - 1 000 000
1 000 001 +
Total

1 596

31,68 %

4 565 910

1,2 %

986

19,57 %

8 170 894

2,1 %

1 596

31,68 %

55 988 034

14,4 %

309

6,13 %

86 036 044

22,1 %

46

0,91 %

233 434 552

60,1 %

5 038

100,00 %

388 480 981

100,0 %

See note 13 to the consolidated financial statements for the Company’s option scheme and granted
options.

Note 11. Guarantee liabilities
Norse Energy Corp. ASA has provided a performance guarantee to the Brazilian petroleum directorate
ANP, in terms of which the Company is liable for the commitments for Coral, Estrela-do-Mar, Cavalo
Marinho, BCAM-40, BM-CAL 5 and Sardinha licenses in accordance with the given concessions for
the licenses. The guarantee is unlimited.
Norse Energy Corp. ASA is liable for any default by the other partners in the consortiums, via the
participation in the joint operating agreements.
The parent company has provided guarantee letters for certain loans that its subsidiaries have in
Brazil, totaling USD 6.7 million.
See also further details about financial and market risk in note 22 to the consolidated financial
statements.

Note 12. Related parties
The Company leases a parking space in Oslo from the CEO for NOK 1,500 per month, equaling
approximately NOK 18 thousand and NOK 18 thousand in 2009 and 2008, respectively.
In early 2007, the company received 200 000 shares in Biofuel Energy ASA (“Biofuel”) as payment for
services rendered. The chairman of the Board in Norse Energy, Petter Mannsverk Andresen, was at
the time also the CEO of Biofuel Energy ASA. During 2008, the company purchased another 300 000
shares in Biofuel in a public offering for NOK 11 per share. Following the public offering, the company
sold all 500 000 shares to Øivind Risberg, the CEO of Norse Energy, at the same price – NOK 11 per
share.

Note 13. Financial market risk and business risk
See details in note 22 in the consolidated financial statements.

Note 14. Subsequent events
Towards the end of 2009 Norse Energy initiated a process to demerge the Group. This was approved
by an Extraordinary General Meeting in January 2010 and is expected to become effective in June
2010. Norse Energy Corporation ASA will thus become a pure-play independent focusing on
unconventional resources in the US, whereas an application has been filed for a separate listing of the
Brazilian entity with focus on South Atlantic region. In connection with the proposed demerger, Norse
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Energy’s bondholders approved a restructuring in December 2009. See note 17 for further details
regarding the bond restructuring.
January 11, 2010, Norse Energy completed a private placement for a total of 70,588,235 new shares
at NOK 4.25 per share, directed towards Norwegian and international institutional investors. A
subsequent repair issue allocating 9,085,350 new shares took place in April 2010.
On March 15, 2010, Norse Energy announced its intention to form a South Atlantic oil and gas
independent by merging its Brazilian assets with Pan Petroleum, an oil company focusing on assets in
West-Africa. The transaction is expected to be concluded during the first half of 2010, and the new
combined
company
will
be
separately
listed
on
the
Oslo
Stock
Exchange.
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Directors’ responsibility statement 2009
We confirm to the best of our knowledge that the financial statements for the period January 1 to
December 31, 2009, have been prepared in accordance with applicable accounting standards and
give a true and fair view of the assets, liabilities, financial position and profit or loss of the Company
and the Group taken as a whole, and that the Board of Directors‘ report includes a fair review of the
development and performance of the business and the position of the Company and the Group taken
as a whole, together with a description of the principal risks and uncertainties that they face.

Oslo, April 29, 2010

Dag Erik Rasmussen
Chairman

Bjarte Bruheim
Board member

Katherine H. Støvring
Board member

Odd Næss
Board member

Kathleen Arthur
Board member

Øivind Risberg
Chief Executive Officer

Page | 71
A 303

APPENDIX 7: PAN PETROLEUM HOLDING CYPRUS LIMITED FINANCIAL
STATEMENTS FOR 2008 AND 2009
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Information Memorandum

Norse Energy Corp. ASA
(a public limited liability company organized under the laws of the Kingdom of Norway)
Business Registration number 979 441 002

Manager

27 January 2010

This Information Memorandum does not constitute an offer to buy, subscribe or sell the securities
described herein.

A 402

Important Notice
This information memorandum (“Information Memorandum”) has been prepared in connection with Norse
Energy ASA’s (“Norse” or the “Company”) demerger of the business areas in Brazil (the “Transaction”).
_____________________
Capitalized terms used in this Section and not defined herein shall have the meaning ascribed to them in the Section
headed “Definitions”.
_____________________

This Information Memorandum has been submitted to Oslo Børs for inspection before it was published. This
Information Memorandum is not a prospectus and has neither been inspected nor approved by Oslo Børs in
accordance with the rules that apply to a prospectus.
All inquiries relating to this Information Memorandum must be directed to Norse. No other person is authorised to
give any information about, or to make any representations on behalf of, Norse in connection with the Transaction. If
any such information is given or made, it must not be relied upon as having been authorised by Norse. The
information contained herein is as at the date hereof and is subject to change, completion and amendment without
further notice. The delivery of this Information Memorandum shall not imply that there has been no change in
Norse’s affairs or that the information set forth herein is correct as of any date subsequent to the date hereof.
The contents of this Information Memorandum are not to be construed as legal, business or tax advice. Each reader
of this Information Memorandum should consult with its own legal, business or tax advisor as to legal, business or
tax advice. If you are in any doubt about the contents of this Information Memorandum you should consult your
stockbroker, bank manager, lawyer, accountant or other professional adviser.
The distribution of this Information Memorandum in certain jurisdictions may be restricted by law. Norse requires
persons in possession of this Information Memorandum to inform themselves about, and to observe, any such
restrictions.
This Information Memorandum does not constitute an offer to sell, or a solicitation of an offer to buy, any of
the Shares or any other securities issued by the Company.
This Information Memorandum and the information contained herein do not constitute an offer of securities for sale
in the United States and are not for publication or distribution to U.S. persons (within the meaning of Regulation S
under the U.S. Securities Act of 1933, as amended (the “Securities Act”)). The securities issued by the Company
have not been and will not be registered under the Securities Act and may not be offered or sold in the United States
or to U.S. persons except pursuant to an exemption from the registration requirements of the Securities Act.
This Information Memorandum is subject to Norwegian law, unless otherwise indicated herein. Any dispute arising
in respect of this Information Memorandum is subject to the exclusive jurisdiction of the Norwegian courts.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Information Memorandum contains forward-looking statements. These statements involve known and unknown
risks, uncertainties and other factors which may cause the Company’s actual results, performance or achievements to
be materially different from any future results, performances or achievements expressed or implied by the forwardlooking statements.
In some cases, forward-looking statements can be identified by terminology such as “may”, “will”, “could”,
“should”, “expect”, “plan”, “intend”, “anticipate”, “believe”, “estimate”, “predict”, “potential” or “continue”, the
negative of such terms or other comparable terminology. These statements are only predictions. Actual events or
results may differ materially. In evaluating these statements, prospective investors should specifically consider
various factors, including the risks outlined in the Risk Factors Section above. These factors may cause our actual
results to differ materially from any forward-looking statement. Although the Company believes that the
expectations reflected in the forward-looking statements are reasonable, it cannot guarantee future results, levels of
activity, performance or achievement.
Except as required by law, the Company undertakes no obligation to update publicly any forward-looking statements
for any reason after the date of this Information Memorandum to conform these statements to actual results or to
changes in our expectations or publicly release the result of any revisions to these forward-looking statements which
the Company may make to reflect events or circumstances after the date of this Information Memorandum or to
reflect the occurrence of unanticipated events. Investors are advised, however, to consult any further public
disclosures made by the Company, such as filings made with Oslo Børs or press releases.
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1

RISK FACTORS

In addition to the other information set out in this Information Memorandum, the following risk factors should be
carefully considered when deciding what action to take in relation to the Transaction. Any of the risks described
below could have a material adverse impact on Norse, financial condition and results of operations and could
therefore have a negative effect on the trading price of the shares in the Norse and affect a prospective investor's
investment. The information below does not purport to be exhaustive. Additional risks and uncertainties not
presently known to Norse currently deems immaterial may also have a material adverse effect on Norse, following
the Transaction, the Group's business, financial condition and operating results.

1.1 Market risks
1.1.1

The Company experiences strong competition

The natural oil and gas industry is capital intensive and the Company operates in an environment in which many
other companies have greater financial and technical resources than the Company. These other companies include
major integrated oil and natural gas producers and numerous other independent oil and natural gas companies and
individual producers and operators.
In the US, there is intense competition for the acquisition of resource properties considered to have commercial
potential. The marketability and price of natural oil and gas which may be acquired or discovered will be affected by
numerous factors beyond the control of the Company. The ability of the Company to market its natural oil and gas
may be dependent upon its ability to acquire space on pipelines which deliver natural gas to commercial markets.
Prices paid for and natural gas produced are subject to market fluctuations which will directly affect the profitability
of producing any crude oil or natural oil and gas reserves which may be acquired or developed by the Company. The
market prices for natural gas are volatile and subject to fluctuation. Any material declines in these prices could result
in a reduction of any future net production revenue. The economics of producing from wells acquired or drilled by
the Company may change as a result of lower commodity prices, which could result in a reduction in the
economically recoverable volumes of the reserves of the Company. The Company may elect not to produce from
certain existing wells at lower commodity prices. All of these factors may result in a material decrease in future net
production revenue of the Company, causing a reduction in cash flow from operations which may be used to fund
the Company’s natural gas acquisition and development activities.
The Company’s ability to successfully bid on and acquire additional property rights, to discover reserves, to
participate in drilling opportunities and to identify and enter into commercial arrangements with customers will be
dependent upon developing and maintaining close working relationships with its future industry partners and joint
operators and its ability to select and evaluate suitable properties and to consummate transactions in a highly
competitive environment.
1.1.2

Availability of drilling equipment and access restrictions

Oil and natural gas exploration and development activities in the US are dependent on the availability of drilling and
related equipment, which the Company outsources in the particular areas where such activities will be conducted.
Demand for such limited equipment or access restrictions may affect the availability of such equipment to the
Company and may delay exploration and development activities.

1.2

Operational Risks

1.2.1

The Company's oil and natural gas production could vary significantly from the reports from
independent reserve engineer firms

The Company bases its investment plans on reserve reports, prepared by the independent reserve engineer firms
Gaffney Cline & Associates for reserves in Brazil, and Schlumberger Data & Consulting Services for reserves in the
US. Such reports are also obtained at least annually to establish the expected production profiles for the fields in
production, and the expected economic lifetime of the fields. Any reduction in reserves might lead to a write down
of field investments due to impairment tests and increases in future depreciations.
1.2.2

The Company may not be able to discover new reserves

The Company’s future oil and gas reserves, production, and cash flows in both US and Brazil are highly dependent
on the Company successfully acquiring or new discoveries. Without the addition of new reserves, any existing
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reserves the Company may have at any particular time and the production there from will decline over time through
production and distribution into the market. A future increase in the Company’s reserves will depend not only on the
Company’s ability to develop any properties it may have from time to time, but also on its ability to select and
acquire suitable producing properties or prospects. There can be no assurance that the Company’s future exploration
and development efforts will result in the discovery and development of additional commercial accumulations of oil
and gas. Should the Company not discover additional reserves, current operations may not be sustainable.
1.2.3

Technical risk in development of Brazilian oil fields and oil production

The development of the Brazilian oil fields in which NEC indirectly participates in is associated with significant
technical risk and uncertainty with regards to production start. The risk costs include – but are not limited to - cost
overruns, production disruptions and delays compared to initial plans established by the Operator. Some of the most
important risk factors are related to the determination of reserves and their recoverability, and the planning of a cost
efficient and suitable production method. There are also technical risks present in the production which may cause
cost overruns, failed investment, and destruction of wells and reservoirs.
1.2.4

Estimates for abandonment costs

When the production from an oil field in Brazil cease, the Company is obliged to shut in wells and remove
installations. Provisions are based on the best available estimates from the Operator, based on today’s technology
and today’s prices for equipment and manpower.
1.2.5

Permits and licenses

Significant parts of the Company's operations in both the US and Brazil require licenses and permits from various
governmental authorities. There can be no assurance that the Company will be able to obtain all necessary licenses
and permits that may be required to carry out exploration and development at its projects. If the present permits and
licenses are terminated or withdrawn, such event could have material negative effect of the Company's operations.
1.2.6

Governmental regulations

The oil and gas industry in general is subject to extensive government policies and regulations, which result in
additional cost and risk for industry participants. Environmental concerns relating to the oil and gas industry’s
operating practices are expected to increasingly influence government regulation and consumption patterns which
favor cleaner burning fuels such as gas. The Company is uncertain as to the amount of operating and capital
expenses that will be required to comply with enhanced environmental regulation in both the US and Brazil in the
future. These risks are mitigated by the Company, to the extent possible, by adherence to focused exploration and
development strategies and the business acumen, experience and expertise of the Company's management.
1.2.7

Title to properties

The Company has not obtained legal opinions as to the title to its US properties and leases and cannot guarantee or
certify that a defect in the chain of title may not arise to defeat the Company’s interest in certain of its properties.
Remediation of title problems could result in additional costs and litigation. If title defects are unable to be remedied,
the Company may lose some of its interest in the disputed properties resulting in reduced production.
The Company conducts title reviews in connection with its principal properties as it believes are commensurate with
the values of such properties. These reviews may not be sufficient to conclusively determine title.
1.2.8

Commodity price volatility

The oil and gas industry has been subject to considerable price volatility, over which companies have little control,
and a material decline in prices could result in a decrease in the Company's production revenue. The oil and gas
industry has inherent business risks and there is no assurance that products can continue to be produced at
economical rates or that produced reserves will be replaced. Fluctuations in prices and currency exchange rates, as
well as changes in production volumes, are daily risks in the industry.
1.2.9

Environmental risks

All phases of the oil and natural gas business present environmental risks and hazards and are subject to
environmental regulation pursuant to a variety of international conventions and state and municipal laws and
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regulations. Environmental legislation provides for, among other things, restrictions and prohibitions on spills,
releases or emissions of various substances produced in association with oil and gas operations. The legislation also
requires that wells and facility sites be operated, maintained, abandoned and reclaimed to the satisfaction of
applicable regulatory authorities. Compliance with such legislation can require significant expenditures and a breach
may result in the imposition of fines and penalties, some of which may be material. Environmental legislation is
evolving in a manner expected to result in stricter standards and enforcement, larger fines and liability and
potentially increased capital expenditures and operating costs. The discharge of oil, natural gas or other pollutants
into the air, soil or water may give rise to liabilities to foreign governments and third parties and may require the
Company to incur costs to remedy such discharge. No assurance can be given that environmental laws will not result
in a curtailment of production or a material increase in the costs of production, development or exploration activities
or otherwise adversely affect the Company’s financial condition, results of operations or prospects.
1.2.10

Reliance on operations and key personnel

To the extent that the Company is not the operator of its properties, it will be dependent upon other guarantors or
third parties operations for the timing of activities and will be largely unable to control the activities of such
operators. In addition, the Company’s success depends, to a significant extent, upon management and key
employees. The loss of key employees could have a negative effect on the Company. Attracting and retaining
additional key personnel will assist in the expansion of the Company’s business. The Company will face significant
competition for skilled personnel. There is no assurance that the Company will successfully attract and retain
personnel required to continue to expand its business and to successfully execute its business strategy.

1.3 Financial risks
1.3.1
Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet its obligations as they fall due. Prudent liquidity
risk management includes maintaining sufficient cash and marketable securities, the availability of funding from an
adequate amount of committed credit facilities, and the ability to close out market positions. Due to the dynamic
nature of the Company’s underlying business, parent company management maintains flexibility in funding by
maintaining availability under committed credit lines and through the bond market.
In addition, management obtains funding through reserve based lending in the US and assets based lending in both
the US and Brazil.
1.3.2
Credit risk
The Company is exposed to credit risk that arises from cash and cash equivalents, derivative financial instruments
and deposits with banks and financial institutions, as well as credit exposures to customers, including outstanding
receivables and committed transactions.
For banks and financial institutions, only independently rated parties with a minimum rating of [“A”] are accepted. If
customers are independently rated, these ratings are used. Otherwise, if there is no independent rating, risk control in
the operating units assesses the credit quality of the customer, taking into account its financial position, past
experience and other factors.
The utilization of credit limits is regularly monitored and kept within approved budgets. The credit risk of the buyer
of the natural gas in Brazil (Petrobras) to default on the payment is considered to be very low. The credit risk for the
sale of natural gas, and sale and purchase of natural gas via the subsidiary Mid American Natural Resources
(“MANR”) and from the US G&T business segment is similarly considered to be low as historically the amount of
default of receivables has been very low and the Company has implemented routines to screen the customers. In the
US the Company has secured significant guarantees from customers of MANR.

1.3.3
Foreign exchange risk
The Company operates internationally and is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to the Norwegian Kroner (NOK), the US dollar (USD) and the Brazilian Real
(BRL). Management has set up a policy where group companies are required to manage their foreign exchange risk
against their functional currency. Foreign exchange risk arises when future commercial transactions or recognized
assets or liabilities are denominated in a currency that is not the entity’s functional currency.
In Brazil the Company has investments in foreign operations, whose net assets are exposed to foreign currency
translation risk. However, the Company has obtained loans in BRL to mitigate the currency risk arising from the
subsidiaries net assets.
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The Company seeks to be mainly exposed to US dollars, and will from time to time utilize financial instruments
such as cross currency interest rate swaps to hedge the forward foreign currency risk associated with certain foreign
currency denominated bond loans.
1.3.4
Interest rate risk
The Company has interest rate risk exposure arising from changes in USD, BRL(Brazil only) and NOK interest rates
on long-term borrowings. Borrowings issued at variable rates expose the Company to cash flow interest rate risk.
Borrowings issued at fixed-rates expose the Company to fair value interest rate risk.
To manage interest rate risk, management retains a proportion of fixed to floating rate borrowings within limits
approved by the Board of Directors. The Company will achieve this through obtaining a mix of fixed and floating
rate term debt, and by entering into interest rate swaps.
1.3.5
Commodity price risk
The nature of the Company’s industry is subject to considerable price volatility, over which the Company holds little
control, and a material decline in commodity prices could result in a decrease in our production revenue. To manage
this risk, the Company strives to keep a balance between fixed and floating price contracts. This is mainly a risk in
the US only as the Company has entered into a fixed price contract with the purchaser in Brazil (Petrobras).
1.3.6 Possible taxable event for US shareholders
The demerger may result in a taxable realization of the Norse shares exchanged with New Brazil shares for Norse’s
shareholders resident in the USA. This may result in a dividend, return of capital or capital gain for affected
shareholders. The relevant shareholders are requested to seek independent legal advice on this matter.
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2

RESPONSIBILITY STATEMENT

Statement from the Board of Directors of Norse Energy Corp. ASA
The Board of Directors of the Company confirms that, having taken all reasonable care to ensure that such is the
case, the information contained in the Information Memorandum is, to the best of our knowledge, in accordance with
the facts and contains no omission likely to affect its import.

Oslo, 27 January 2010
The Board of Directors of Norse Energy Corp. ASA

Dag-Erik Rasmussen

Odd Næss

Katherine Hatlen Støvring

Chairman

Board member

Board member

Bjarte Henry Bruheim

Kathleen Ruth Arthur

Board member

Board member
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3

THE TRANSACTION

3.1

The purpose and description of the Transaction

Norse owns assets within two completely separate business areas in Brazil and the US respectively. This is not
regarded as an optimal structure for operational and financial purposes. There are limited synergies between the
business areas and significantly different investment return horizons, and a separation of the business areas will
optimise the capital structure and provide considerable growth potential in the respective markets.
The Board of Directors is therefore proposing that Norse is divided into two parts, with ownership of the Company's
mainland business, i.e., the business in the US and its associated assets, while the ownership of the business in Brazil
and its associated assets is transferred to New Brazil Holding ASA (“Brazil Holding”).
The Transaction will be carried out as a demerger-merger, where Brazil Holding is a newly incorporated private
limited company wholly owned by Norse, which has been converted into a public limited company prior to the
Transaction before being spun-off. Brazil Holding will not have any business activities or assets and liabilities prior
to the Transaction, apart from a bank deposit of NOK 1 million.
An application will be made to list the shares of Brazil Holding on the Oslo Stock Exchange from the date on which
the Transaction comes into effect. The application will be sent to Oslo Stock Exchange within 25 February 2010 in
order to facilitate an approval of listing of the shares at the Oslo Stock Exchange board meeting scheduled 25 March
2010. Accordingly, a report will be sent to Oslo Stock Exchange within 28 January 2010.

3.2

Timing and execution

The Transaction will be presented to the Companies’ shareholders at Extraordinary General Meetings which are due
to be held on 28 January 2010.
The Transaction shall come into effect for financial and accounting purposes on 1 January 2010 (the ”Demerger
Date”).
From the Demerger Date onwards, assuming the Transaction comes into effect, Brazil Holding shall be deemed to
have acquired the assets, rights and liabilities which Brazil Holding is due to acquire under the terms of the
Demerger Plan.
From the Demerger Date onwards all transactions, costs and revenues associated with the assets, rights and liabilities
which Brazil Holding is to acquire shall be ascribed to the relevant company, also such that settlement of intra-group
balances continues in accordance with agreements and previous practice, unless otherwise specifically agreed. In this
way revenues and expenses associated with the business to be transferred to Brazil Holding shall be ascribed to
Brazil Holding to the extent that they are recognised in the accounts from the Demerger Date onwards.
Payments associated with investments and receipts associated with the sale of property, plant and equipment
included in this business shall be ascribed to Brazil Holding to the extent that the investment or sale is recognised in
the accounts from the Demerger Date onwards.
The Transaction shall be undertaken as a tax-exempt demerger pursuant to Chapter 11 of the Norwegian Taxation
Act, and shall come into effect for tax purposes on the Demerger Date.

3.3

Transaction consideration

The consideration payable to Norse’s shareholders when the Transaction comes into effect will consist of all the
shares in the Brazil Holding after implementation of the de-merger. The Company’s capital will therefore be reduced
prior to the transfer of the demerged shares, with the entire existing share capital being distributed to the
shareholders as consideration shares.
The consideration shares shall be distributed pro rata among the shareholders on the basis of the number of shares
held in Norse on the date on which the Transaction is reported in the Register of Business Enterprises as having been
completed.
The Company’s share capital, in the amount of NOK 341,863,263, will be distributed such that the Company’s share
capital after completion of the demerger totals NOK 205,117,958, while Brazil Holding share capital totals NOK
136,745,305.
The exchange ratio has been based on a fundamental valuation of all assets within the two companies performed by
Pareto Securities. The valuation is based on reserve reports, the Company’s guidance and on the following
assumptions:
-

Forward oil and gas prices next 3 years and USD 70/bbl thereafter

-

Oil - Next 3 years forward: USD 76.4/boe (2010), USD 82.1/boe (2011) and USD 84.8/boe (2012)
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-

US gas - Next 3 years forward: USD 5.8/mcf (2010), USD 6.6/mcf (2011) and USD 6.8/mcf (2012).

-

Cost inflation of 2% p.a.

-

Weighted Average Cost of Capital (WACC) of 12%.

The discounted cash flows based on the assumptions above are risked with a commercial risk factor in order to
estimate a fair market value. Production and commercial discoveries (developments) are given the highest value
while smaller discoveries have been risked with a higher risk factor. Exploration resources are risked with applicable
geological risk and probability of commerciality.
Based on the above methodology, Pareto has calculated a net asset value of the US Operations of USD 223 million
and a net asset value of USD 147 million on the Brazil Operations. Consequently the exchange ratio has been set at
60/40.

Risked net asset valuation
Producing assets
Discoveries
Exploration
Gross asset values
Cash
Debt
Other assets
Minority interests
Net interest bearing debt & other assets
Net asset values

3.4

USDm
"
"
"
"
"
"
"
"
"

US
32
277
309
20
-131
25
-86
223

Brazil
156
164
31
351
8
-135
-17
-60
-204
147

Allocation of assets and liabilities, rights and obligations pursuant to the Demerger
plan

The assets and liabilities, rights and obligations allocated to the Company’s business in Brazil will be transferred to
Brazil Holding.
According to the demerger plan, the following assets shall be transferred to Brazil Holding:
1.

63,666,894 shares in Norse Energy do Brasil S.A. ("NEdB"), corresponding to 70% of all current shares in
NEdB.

2.

A cash holding corresponding to USD 8,000,000. The cash holding shall be adjusted with respect to revenues
and expenses which are to be recognised in the Transferee’s accounts in accordance with the Demerger Plan,
and for any new internal loans granted to NEdB or its subsidiaries after the date of the opening balance sheet
date.

3.

All internal loans where the Transferor is the creditor and NEdB or NEdB's subsidiaries are the debtor.

4.

Other of the Transferor’s assets associated with the business activities of NEdB, including shares in any inbetween companies.

5.

If NEdB issues more shares to the Transferor until the demerger is effectuated, these shares shall also be
transferred, against a corresponding reduction in the cash reserves.

6.

Office equipment etc. as indicated in the draft opening balance sheet.

According to the demerger plan, the following liabilities shall be transferred to Brazil Holding:
1.

Bonds with a face value totalling NOK 286,500,000 associated with the loan designated ISIN NO 001
027594.4 (“NEC01”) plus accrued interest.

2.

If, before the demerger comes into effect, the Company should raise new loans for the purpose of refinancing,
in whole or in part, NEC01, these new loans or any relevant parts of them shall be transferred to Brazil
Holding. If such refinancing has not yet been undertaken when the demerger comes into effect, the transfer of
loans shall be carried out together with the transfer of associated loan receipts (less a deduction for a share of
the loan costs) held in escrow account.
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3.

75,000,000 warrants with ISIN NO 001 031754.8. A corresponding number of warrants shall be continued in
the Company. The current subscription price of NOK 6.10 per share shall in connection with the demerger be
distributed between the warrants in the Company and the warrants in Brazil Holding based on the relative
relationship between the volume-weighted average trade prices for the shares in the companies on the first
five trading days on the stock exchange for the respective companies after the demerger is effective. If Norsk
Tillitsmann ASA decides on any other distribution ratio, the Distribution Ratio shall be adjusted accordingly
without any other adjustment in the Demerger Plan.

4.

Other of the Company’s liabilities exclusively associated with the business activities of NEdB with
subsidiaries.

Brazil Holding shall not acquire any other assets, liabilities or contracts over and above those listed above to which
the Company is a party.
An agreement will be entered into between Brazil Holding and the Company under the terms of which the Company
shall offer Brazil Holding necessary administrative services, the rental of premises and systems, etc, after the
demerger. Said agreement may be terminated by the Company in whole or in part at 14 days’ notice.

3.5

Employees

The Transaction will not result in any material change in the Company’s organisation or management, and will
therefore not have significant impact on the workforce. The intention is that the Company’s employees will, for an
interim period, assist Brazil Holding until Brazil Holding has a dedicated administration in place.
See section 4.8.2 for further information.

3.6

Costs of the Transaction

All costs associated with the demerger shall be divided equally between the Company and Brazil Holding. Estimated
costs are approximately NOK 2 million.

3.7

Tax positions

The Transaction is undertaken with tax continuity in accordance with the rules for tax-exempt demergers in Norway.
Thus, the Company assumes the tax assets and positions which the respective assets, rights and liabilities had when
they were held by the Company.
Pursuant to Section 11-8 of the Norwegian Taxation Act tax positions which are not associated with the Company’s
assets and liabilities will be transferred to that company which continues the business activities from which the tax
positions derive. Tax positions for which it is not possible to substantiate a probable link to a particular part of the
business will be divided between the companies at the same ratio as that used to distribute net value.
The demerger may result in a taxable realization of the Norse shares exchanged with New Brazil shares for Norse’s
shareholders resident in the USA. This may result in a dividend, return of capital or capital gain for affected
shareholders.

3.8

Conditions for completing the Transaction

Performance of the Transaction is conditional upon:
(i)

the EGM of Norse’s shareholders approving the Transaction and the associated reduction of the capital.

(ii)

the increase of Brazil Holding capital.

(iii)

Implementation of the Transaction is also conditional upon the Oslo Stock Exchange accepting that the
Company retains its listing (estimated January 2010) or will be listed at Oslo Axess and that Brazil Holding’s
shares are floated on the Oslo Stock Exchange/Oslo Axess after the Transaction has been completed
(estimated April 2010).
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4

PRESENTATION OF BRAZIL HOLDING ASA

4.1

Incorporation, registered office and registration number

The Company’s legal and commercial name is New Brazil Holding ASA. The Company is a Norwegian Public
Limited Company organised under Norwegian law. The Company’s registered organization number is 994 051 067.
The Company was incorporated on 28 April 2009 under the name Startup 387 09 AS.
The Company’s registered office is at Dr. Maudsgate 1-3, 0124 Oslo, Norway. The Company’s telephone number is
+47 23 01 10 00.

4.2

Legal structure

Brazil Holding is owned 100% by the Company and has at the date hereof no subsidiaries or affiliated companies.
After completion of the de-merger, the Brazil Holding Group will have the following legal structure:
New Brazil Holding ASA
70 %
Norse Energy do Brasil S.A.
99.99 %
Coplex Petroleo do
Brazil Ltda.

57 %
Rio das Contas Produtora
de Petroleo Ltda.

43 %

4.3

4.4

Share capital and historical development of share capital
Year

Type of change in share capital

Change
in Total issued
issued share share capital
capital
(NOK)
(NOK)

2009

Incorporation

100,000

100,000

2009

Capital increase

900,000

1,000,000

Business overview

The Company currently participates in petroleum exploration and production via its Brazilian subsidiaries Norse
Energy do Brasil S.A, Coplex Petroleo do Brazil Ltda. (“Coplex”) and Rio das Contas Produtora de Petroleo Ltda.
(“Rio das Contas”). The Company is active in two geological basins with a total of eight licenses: two in the
Camamu-Almada basin offshore in the state of Bahia and six licenses offshore in the Santos basin.
In the Camamu-Almada basin, the Company participates in the development and production of the Manati gas field.
The field has been in production since 2007 and average production in 2009 per September 30 was 2.962 BOE/day
(net to the Company’s 10% interest). The Company also holds a 10% interests in the Camarão Norte discovery (part
of BCAM-40). This field was discovered in 2001, 9 km south of the Manati field and extends to the south into the
BM-CAL-4 block which is 100% owned by El Paso. In addition, the Company holds 20% interest in the Sardinha
field. This field is located 50 km’s south of the Manati gas field and the field has been defined by 11 exploration
wells supported with 2D and 3D seismic prior to the Company’s acquisition of the field. Economic feasibility studies
have been conducted by the operator to analyze the optimal development of the field, and the partners continue to
evaluate conceptual solutions for a development.
In the Santos basin, the Company participates in the development of the BS-3 Integrated Project, which includes the
Cavalo Marinho (50% interest), Estrela-do-Mar (65% interest), Coral re-development (35% interest), Caravela
(100% Petrobras) and a pipeline to shore. The Company is currently working to optimize the field development plan
for the BS-3 area. In addition, the Company was the successful bidder on three offshore blocks in the 9th ANP Bid
Round – the S-M 1035, S-M 1037 and S-M 1100 (50% interest in all blocks). The Company is the operator of these
fields, and a 3D seismic acquisition covering the 725 square kilometres area has been concluded.
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The Company has only one business segment, E&P offshore Brazil, and currently sells all the natural gas to one
buyer, Petrobras. An overview of the total sales is provided in the table below.

4.5

Year

Period

Brazil E&P
(in USD thousand)

2009

Year to date Q3

23,562

2008

Year to date Q3

64,741

2008

Full year

73,551

2007

Full year

46,621

2006

Full year

28,908

The Brazilian market

Brazil is a bright spot in the world of energy exploration and production today, having one of the world’s largest
anticipated untapped resource bases. Brazil is developing an oil exporting nation with its recent discoveries of the
deep sub-salt oil fields offshore the coast of Brazil. Currently Brazil has 12.6 billion barrels of oil reserves and 365
Bcm of gas reserves (source: CIA world fact book www.cia.gov). Brazil is currently undertaking one of the world’s
largest exploration programs to map the extent of discoveries such as Tupi. The state controlled oil major Petrobras
is the leading oil and gas company in the region and is also partner with Norse in its licenses. As an early entrant
since oil deregulation in 1997, Norse Energy Corp. established a significant presence through its acquisitions of
proven reserves, as well as building productive relationships with the Brazilian authorities, financial institutions and
Petrobras.

4.6

Patents and licenses

In order to operate in Brazil, the Company is dependent on certain exploration and production licenses.The
Company currently holds the following eight licenses offshore Brazil:
License

4.7

NEdB Interest

BCAM-40/Manati (including Camarão Norte)

10 %

Sardinha

20 %

Cavalo Marinho

50 %

Estrela-do-Mar

65 %

Coral

35 %

S-M 1035

50 % (Operator)

S-M 1037

50 % (Operator)

S-M 1100

50 % (Operator)

Trend information

During 2009, the Company has seen significantly lower revenues than in the previous year. YTD Q3 2009 revenues
were down 64% compared to the same period in 2008. This is mainly due to the fact that the Coral oil field ceased
production at the end of 2008. In addition, the natural gas production from the Manati field has been lower than in
2008. However, production has picked up in the second half of 2009.
All natural gas in Brazil is sold to Petrobras on a fixed price contract. The fixed price is in BRL and will as such vary
depending on the foreign exchange fluctuation versus USD.
For further trend information and comparison of financial information, reference is made to Norse Energy Corp.
ASA’s Third Quarter Report 2009 available on www.NorseEnergy.com.
Other than what is described in this Information Memorandum, there has been no significant change in the financial
or trading position which has occurred since the end of the last financial period.
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4.8

Board of Directors and Management

4.8.1
Board of directors
Dag Erik Rasmussen, Chairman of the Board, born 1961. Dag Erik Rasmussen is Candidate in Jurisprudence from
the University of Oslo (1989). Rasmussen has been partner with Advokatfirmaet Selmer DA since year 2000. Before
joining Selmer he was Secretary of the Board and Head of Legal Department at the Oslo Stock Exchange (19982000) and Legal Counsel at the Oslo Stock Exchange from 1994. Rasmussen's professional background also
includes positions as associate at Wiersholm, Mellbye & Bech (1993-94), Legal Counsel for the Lillehammer
Olympic Organization Committee (1993-94), Associate at Hauge & Stange Lund (1992-93), Deputy Judge in Nedre
Romerike Municipal Court (1990-93) and Public Prosecutor at Larvik Police Authority (1989-90). Mr Rasmussen
has served as a board member for companies listed on the Oslo Stock Exchange (Rem Offshore ASA and Wavefield
Inseis ASA) and holds several board positions within the Sector Asset Management Group. Rasmussen is a lecturer
in securities and corporate law. He is a Norwegian citizen living in Bærum, outside of Oslo.
Bjarte Henry Bruheim , Non-Executive Director, born 1955. Mr. Bruheim is a graduate of the Norwegian
University of Science and Technology with an MSc in physics and electronics. Mr. Bruheim has considerable
business and operational experience, and he is one of the founders of Petroleum Geo-Services ASA. Mr. Bruheim
served as President and Chief Operating Officer in PGS until 2001, and he currently holds multiple board positions,
among others in Electromagnetic Geoservices ASA and Odim ASA. Mr. Bruheim is a Norwegian citizen and resides
in Houston, USA.
Kathleen Arthur, Non-Executive Director, born 1953. Ms Arthur is a former Vice President Exploration and
Production in Chevron Corporation. Ms. Arthur has considerable operational experience, in addition to various board
positions. Ms. Arthur is a Canadian citizen and resides on Vancouver Island, Canada.
Katherine H. Støvring, Non-Executice Director. Ms Støvring is a former Vice President International Exploration
and Production in Statoil, and prior to this worked with Planning and Performance Management in the Gas, Power
and Renewables division of BP plc in London. Ms Støvring graduated from London Business School (Sloan
Programme) in 2001. In addition she is a member of the Norwegian Bar and a Solicitor Admitted to the Rolls of
England and Wales. Ms Støvring is a Norwegian and US citizen and resides in Oslo, Norway.
Odd Næss, Non-Executive Director. Mr Næss is a former banking executive with the Offshore and Shipping
department in DnC, serving six out of seventeen years as head of the department. Furthermore, Mr Næss has
considerable business and operational experience and has since 1988 run his own business. Mr Næss has conducted
numerous management consulting projects, investment projects and served as a BOD member and chairman in
several companies. Mr Næss was from 1990-2003 the Chairman of the Board of Naturgass, the US entity of the
predecessor to Norse Energy Corp ASA. Mr Næss was instrumental in helping to build the US part of the business in
Norse Energy under Naturgass before the merger with Northern Oil in 2005. Mr Næss holds a Master's degree in
Business Administration from Nürnberg University, Germany.
4.8.2
Management
Kjetil Solbrække, Chief Executive Officer Norse Energy do Brasil S.A., born 1962. In 1989 he completed his
degree in Economics at the University of Oslo. After graduation he worked for the Ministry of Petroleum and
Energy in Norway for six years. Mr. Solbrække joined Hydro in 1998, where he held many different positions
including Chief Financial Officer and Senior Vice President of International Business Development. In 2005 Mr.
Solbrække became the Country manager for Hydro Brazil, responsible for establishing Hydro Oil and Energy within
Brazil. On October 1st 2007, after the Statoil and Hydro merger, Mr. Solbrække was appointed Senior Vice
President for the South Atlantic Region, with responsibility for Latin America and Africa in the Department of
International Exploration and Production in the newly formed Norwegian oil and gas giant StatoilHydro, based in
Oslo. He joined Norse in early 2008 as Chief Executive Officer of Norse Energy do Brasil S.A. Mr. Solbrække is a
Norwegian citizen and resides in Rio de Janeiro, Brazil.
Anders Kapstad, Chief Financial Officer in Norse Energy Corp. ASA, born 1964. Mr. Kapstad joined Norse
Energy Corp in August 2005. Mr. Kapstad holds a Bachelor of Science degree from the University of San Francisco
and an MBA from SDA Bocconi in Milan, Italy. Mr. Kapstad has 15 years of investment banking experience,
holding positions within equity sales, portfolio management, private banking and corporate finance. Mr. Kapstad is a
Norwegian citizen and resides in Oslo, Norway.
Carl Peter Berg, VP Norse Energy do Brasil S.A., born 1964. Mr. Berg joined Norse Energy do Brasil in August
2006. Mr. Berg holds a Master of Business Administration from the Norwegian School of Economics and Business
Administration (NHH). Mr. Berg has extensive experience from management consultancy and financial planning.
Mr. Berg is a Norwegian citizen and resides in Rio de Janeiro, Brazil.
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4.8.3

Shareholdings, stock options, service contracts with the Group and benefits upon termination of
employment
The following table sets forth, as of the date of this Information Memorandum, the number of shares owned directly
or indirectly by each of Brazil Holding’s directors and management, and the number of options held
by such persons:
Name
Anders Kapstad
Carl Peter Berg
Bjarte Bruheim
Odd Næss

Position
CFO Norse Energy Corp.
ASA
VP Norse Energy do Brasil
S.A.
Board Member Norse Energy
Corp. ASA
Board Member Norse Energy
Corp. ASA

No of Shares
408,500
377,500

No of Options
1,000,000
50,000

25,300,000
7,565,000

The CEO of Norse Energy do Brasil S.A. has 700,000 synthetic option in the subsidiary Norse Energy do Brasil and
an agreement of two years salary in case of resignation, and the CFO of Norse Energy do Brasil S.A. has an
agreement of six months salary in case of resignation. Norse Energy do Brasil S.A. has entered into a consultancy
agreement with BOD member Kathleen Arthur for providing technical advisory services. The contract can be
terminated with one month notice from both parties. The retainer fee is CAD 30,000 per month.

4.9

Corporate governance

The Board acknowledges the Norwegian Code of Practice for Corporate Governance of October 21, 2009 and the
principle of comply or explain. The Board will implement the Code and will use its guidelines as the basis for the
Board’s governance duties. The Board believes that the Company is currently in compliance with the principles
contained in the Code.
The Board has a nomination Committee, acting as a sub committee of the Board, comprising Wollert Hvide
(Shareholder) and Odd Næss (Board member). The members are independent of the executive management of the
Company.
The Company has previously not found a need to establish an independent nomination committee elected by the
General Meeting, but in 2009, the Board appointed a nomination committee as a sub committee of the Board. At the
Annual General Meeting in 2010, a nomination committee will be elected by the shareholders

4.10

Major shareholders

Brazil Holding is a wholly-owned subsidiary of the Company.

4.11

Legal and arbitration proceedings and material contracts

Brazil Holding is currently involved in the following legal disputes:
-

Brazil Holding is a party in a lawsuit filed by the Municipality of Cairu- Bahia, against ANP – Brazilian
Petroleum Agency, Petrobras, Queiroz Galvão Oleo & Gas and Brasoil Manati Exploração Petrolífera, June
12th, 2008. The Municipality of Cairu is demanding that the concession agreement is declared invalid and
that the royalty is increased from the current level of 7.5% to 10%. In addition the municipality claims that
the difference of 2.5% is paid with retroactive effect from the startup date. Brazil Holding legal advisors in
the process evaluate the risk of financial liabilities associated with this lawsuit as remote. No accrual has
been made related to this issue.

-

The Association of Petrobras Engineers (AEPET) filed a lawsuit against The Brazilian Petroleum Agency
(ANP) and all companies that bid on concessions in the ANP 3rd Round. The purpose of this lawsuit was to
annul the 3rd Bid Round as well as all the concession contracts signed as a result of this bid round. Since
the company’s subsidiary Rio das Contas acquired the concessions in BM-CAL 5 & 6 that was granted to
Petroserv in this bid round, the company was summoned to reply to the lawsuit. Brazil Holding evaluates
the risk related to this lawsuit to be remote as the arguments used to annul the 3rd Bid Round and signed
concession contracts are inconsistent, and are against previous jurisprudences of the Court of the State of
Rio de Janeiro. No accrual has been made related to this lawsuit.

-

Brazil Holding subsidiary Rio das Contas is a party in a lawsuit filed by the Fishermen Association in the
Manati Project region demanding indemnification for environmental damages as a result of alleged non15
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implementation of the compensatory measures established on the Environmental studies and reports part of
the Environmental Licensing Process. There was a subsidiary request for an injunction to suspend the
activities of implementation of the platform, pipeline and all infrastructure related to the project, which was
not granted by the Court. Brazil Holding evaluates the risk associated with this law suit as remote since the
basic argument is that the implementation of the Manati project has caused environmental damages, but
throughout the petition there was no indication of a concrete damage. The issuance of the IBAMA
Operation License further strengthens the company’s case. No accrual has been made related to this lawsuit.
-

Brazil Holding are under an administrative proceeding with the tax authorities regarding PIS (Social
Integration Program) and COFINS (Social Securities on Revenues) levied on financial revenues, which on
December 31, 2008, totaled approximately USD 1 million. Based on the opinion of Brazil Holding legal
advisors, we believe the risk of loss is considered remote. Accordingly, no accrual has been made in the
financial statement related to this administrative proceeding.

The Company has entered into contracts that are customary for international oil and gas companies, as well as
certain bond loan agreements that will be assumed by Brazil Holding conditional on the successful approval of the
General Meeting on January 28, 2010. The Company is not aware of any material contracts outside of the normal
course of business other than the demerger plan.
Except for the matters described above, Brazil Holding is not involved in any governmental, legal or arbitration
proceedings, which may have, or have had in the recent past significant effects on Brazil Holding or Brazil
Holding’s financial position or profitability. Brazil Holding is further not aware of any such proceedings that are
pending or threatened, nor has Brazil Holding been involved in any such proceedings during the last 12 months.

4.12

Capital resources

Brazil Holding obtains its sources of funding from a mix of equity, bank debt, bonds and sale/farm-out of assets.
On a parent level, the Company has prior to the demerger completed a private placement in September 2009. In the
second quarter of 2009, the Company sold a minority share in the subsidiary Norse Energy do Brasil to Sector Asset
Management. This improved the Company’s balance sheet and provided improved financial flexibility. Additionally,
Norse Energy Corp. ASA successfully completed a NOK 300 million equity issue on January 12, 2010 (subject to
approval at an Extraordinary General Meeting on February 2, 2010).
The bondholders approved refinancing should provide the Company with ample time to capitalize properly on its
huge resource base. The average 1-2 year postponement of principal repayments is not only a relief for the Company
but will also provide the bondholders with additional security and comfort on timely repayment. Ultimately the
refinancing should increase the likely-hood of shareholders being able to optimize the return on investment in the
Company. The nominal value of the bond loan that will be assumed is approximately USD 51.1 million, of which
USD 7.7 million is current debt. The bond loan will carry a fixed interest rate and will be denominated in NOK. The
Company will have the following principal payment schedule (USD/NOK = 5.60, amounts in USD million);
Bond loans
TOTAL

2010
7.7

2011
21.7

2012
21.7

2013
-

2014
-

TOTAL
51.1

On the Brazilian subsidiary level, the debt restructuring has been finalized, although some last formalities are still
remaining. BNDES-supported loan documents are being drafted and the BNDES loan tranche will cover existing
loans as well as credit facility for future planned capital expenditures related to upgrade of the Manati compressor
station. The refinancing will not only simplify the loan structure but also provide a lengthier amortization schedule.
The subsidiary in Brazil is formally not in compliance with its covenants, the loan has therefore been classified as
current debt and amounted to approximately USD 79.5 million per September 30, 2009. In connection with the
restructuring of the debt in Brazil, the Company has negotiated a waiver for the covenant non compliance that it
expects to have signed by the bank no later than Q1 2010.
In the pro forma condensed consolidated financial statements per September 30, 2009, Brazil Holding has current
assets of USD 48.3 million and short-term liabilities of USD 170.5 million. However, as a consequence of the
bondholder approved refinancing previously discussed, approximately USD 43.4 million will no longer be deemed
short-term
In the opinion of Brazil Holding Group, its working capital is sufficient to cover Brazil Holding present
requirements, that is, for a period of at least 12 months from the date of this Information Memorandum.
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4.13

Statutory auditors

The Company’s auditor is Deloitte AS, Karenslyst allé 20, P.O. Box 347 Skøyen, 0213 Oslo, Norway. The auditor is
a member of the Norwegian Auditor Association (Den Norske Revisorforening).
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5

PRESENTATION OF NORSE ENERGY CORP. ASA AFTER THE
TRANSACTION

5.1

Incorporation, registered office and registration number

The Company’s legal and commercial name is Norse Energy Corp. ASA. The Company is a Norwegian Public
Limited Company organised under Norwegian law. The Company’s registered organization number is 979 441 002.
The Company was incorporated on 2 December 1997 under the name Northern Offshore ASA.
The Company’s registered office is at Strandveien 50, 1366 Lysaker, Norway. The Company’s telephone number is
+47 23 01 10 00 and the web-address is: www.NorseEnergy.com .

5.2

Legal structure

After completion of the de-merger, the Company will have the following structure:

O wne rship Nationality of
C ompany

Subsidiarie s

Norse Energy Corp. ASA

Norse Energy AS

100 Norway

Norse Energy Holdings Inc

100 USA

Naftex Energy Corporation

100 Canada

Naftex Energy (Whitehorse) Limited

100 Canada

Naftex Energy (Yukon) Limited

100 Canada

Norse Energy Corp. USA

100 USA

Nornew Energy Supply, Inc.

100 USA

Norse Pipeline, LLC

100 USA

Mid American Natural Resources, LLC

100 USA

NEC Drilling, LLC

100 USA

Naftex Energy Corporation

Norse Energy Holdings Inc

(in %)

Strategic Energy Corporation

subsidiary

50 USA

Strategic Energy Corporation

MariCo Oil and Gas Corporation

100 USA

Norse Energy Corp. USA

Vandermark Exploration, Inc.

100 USA

NEC Drilling, LLC

Drillco Inc.

100 USA

5.3

Share capital and historical development of share capital

Prior to the proposed demerger, the Company has made the following changes in the share capital (after the merger
between Northern Oil and NaturGass (USA) in 2005):

Ye ar
2005
2005
2005
2005
2005
2006
2008
2009

5.4

Type of change in share capital
Starting capital after merger
Write-down of treasury shares
Private placements
Conversion of loan
Sale of treasury shares
Private placement
Excercise of stock options
Private placement

C hange in
issue d share
capital (NO K)
-40
46
11
40
28

929
904
482
929
160
440
31 078

191
000
744
191
000
000
477

C hange in
numbe r of
share s
-46
53
13
46
32

510
300
048
510
000
500
35 316

444
000
573
444
000
000
451

Par value
pe r share
(NO K)
0,88
0,88
0,88
0,88
0,88
0,88
0,88
0,88

Total issue d
share capital
(NO K)
223 798 042
182 868 851
229 772 851
241 255 595
282 184 786
310 344 786
310 784 786
341 863 263

History and development

The Company’s legal and commercial name is Norse Energy Corp. ASA. The Company is a Norwegian Public
Limited Company organised under Norwegian law. The Company’s registered organization number is 979 441 002.
In 2005, the two companies Northern Oil ASA and NaturGass (USA) AS merged and the Company changed its
name to Norse Energy Corp. ASA. On 13 July, 2005 the Company was listed on the Oslo Stock Exchange under the
ticker symbol “NEC”.
18
18
A 420

Northern Oil was incorporated on 2 December, 1997 under the name Northern Offshore ASA. In the beginning of
the year 2000, Northern Offshore ASA acquired a controlling interest in two Canadian oil companies, Naftex and
Petrolex Corporation. Naftex owned all the shares in Coplex which, in turn, owned 27.5% interests in the Coral,
Estrela-do-Mar and Cavalo Marinho fields offshore Brazil. Subsequent to this acquisition, a decision was made to
split the business of Northern Offshore ASA into two parts. The original investments in drilling units and production
platforms were transferred to a new company; Northern Offshore Ltd. The oil related assets represented by the
shareholdings in Naftex and Petrolex remained in the ownership of Northern Offshore ASA. Following these
transactions Northern Offshore ASA was renamed to Northern Oil ASA and continued its original listing on the Oslo
Stock Exchange under the new name. Northern Oil focused its activities on the exploration and production of oil. In
2002, Naftex sold its interest in Egypt to Lukoil. Petrolex Energy Corporation also sold its interests in Columbia.
NaturGass (USA) AS was an upstream energy company focusing on natural gas drilling, production, gathering and
transportation, which activities were conducted through Strata Management, located in Houston. NaturGass dates
back to 1991 when key members of NaturGass’ board of directors and management acquired Norse Finans AS
which had a controlling interest in the Norwegian oil- and gas company Norse Petroleum AS, which was established
in 1973 to participate in offshore fields outside Norway. Norse Petroleum AS sold all the US offshore assets to the
NASDAQ pink sheet listed Bounty Group Inc. in exchange for 53% ownership in the latter. Subsequent to the
transaction Bounty Group Inc sold all its offshore assets and was delisted from NASDAQ after a reverse split, which
gave Norse Petroleum AS a 100% ownership of Bounty Group Inc. After these transactions, Bounty Group Inc.
owned approximately 60 gas producing wells in the Appalachian Basin. Bounty Group Inc later changed its name to
Strata Management Corporation, and sold the gas wells to its subsidiary Nornew. Strata Management is the parent
company of the US operations, and has later changed its name to Norse Energy Corp. USA and is today known as
Norse Energy Holdings Inc. NaturGass owned 32.66% of the shares in Northern Oil prior to the merger in 2005.
Today, the Company’s main offices are in Rio de Janeiro, Brazil, where the Brazilian operations that originated in
Northern Oil are concentrated, and in Buffalo, New York and Pittsburgh, Pennsylvania where the US operations are
located. In addition, the Company has a corporate office in Oslo, Norway.

5.5

Business overview

5.5.1
Overview of the Company’s operations
The Company has three business segments in the US:
x

Exploration and Production of natural gas (“E&P”)

x

Gathering and Transmission of natural gas (“G&T”)

x

Energy Marketing (“EM”)

An overview of the total revenues is provided in the table below, and the three business segments are also described
below.

Year

Period

E&P
(in USD
thousand)

G&T
(in USD
thousand)

EM
(in USD
thousand)

Corporate &
eliminations
(in USD
thousand)

Consolidated (in
USD thousand)

2009

Year to date Q3

11,875

3,152

77,462

-6,904

85,585

2008

Year to date Q3

35,914

3,752

174,145

-5,029

208,782

2008

Full year

40,988

5,007

225,216

-10,254

260,957

2007

Full year

14,407

6,646

158,247

-11,210

168,090

2006

Full year

11,572

4,392

148,339

-6,547

157,756

5.5.2
Exploration and Production (E&P)
The E&P business segment, known as Norse Energy Corp. USA, operates principally in central New York in the
Herkimer, Utica and Marcellus formations, and also holds acreage in western New York. The Company operates
~80 wells and owns an interest in 60 non-operated wells. The subsidiary’s land, geological and geophysical activities
are located in Buffalo, NY.
The revenues in this business segment for all periods listed above are derived from the sale of natural gas to
customers in the North East US. In addition, the 2008 revenues include a gain recognized related to the sale of
certain E&P assets.
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Included with this subsidiary are 67 miles of a midstream gathering system that provides the ability to transport gas
to major pipelines.
5.5.3
Gathering and Transmission (G&T)
The G&T business is comprised of the operations of Norse Pipeline, LLC and Nornew Energy Supply. Together
these entities own and operate a 348 miles gathering and transmission system. Norse Pipeline, LLC consists of about
320 miles of high pressure steel pipeline capable of gathering natural gas from over 6,500 gas wells located in
western New York and northwestern Pennsylvania. The gathering system has delivery points into major interstate
pipelines, as well as to local end users. Nornew Energy Supply is comprised of a 28 mile gathering system that
includes a form contract until 2020 to a municipal utilities facility.
The revenues in this business segment for all periods listed above are derived from transportation and sale of
retained natural gas to end-users in North East US. Sales are accounted for on a gross basis. As a result, the revenues
will fluctuate based on the changes in the natural gas pricing.
5.5.4
Energy Marketing (EM)
The EM business segment is made up of Mid American Natural Resources, an established energy marketing and
trading company in the Appalachian region. The focus of the EM subsidiary is to add value to the Company’s
business by attracting gas flow to its proprietary pipelines and by optimizing the value of Norse Energy's gas
production and that of the other local Appalachian producers. The EM business offers a full range of services to the
natural gas producers, commercial and industrial consumers, and pipeline companies from the Ohio Valley to the
East Coast of the US.
The revenues in this business segment for all periods listed above are mainly derived from purchase and sale of
natural gas in North East US. Sales are accounted for on a gross basis. As a result, the revenues will fluctuate based
on the changes in the natural gas pricing.
5.5.5
Property plants and equipment connected with the US operations
The US operations hold significant property, plant and equipment, as well as intangible assets. The main assets are
related to intangible assets such as licenses and other exploration assets, and production assets and pipeline fixtures.
For a detailed overview of book values for property, plant and equipment, refer to section 7.1.
5.5.6
Reserves
The Company has adopted a policy of regional Reserve Reporting using external third party companies to audit its
work and certify reserves and resources according to the guidelines established by the Oslo Stock Exchange (OSE).
Reserve and Contingent Resource estimates comply with the definitions set by the Petroleum Resources
Management System (PRMS) issued by the Society of Petroleum Engineers (SPE), the American Association of
Petroleum Geologists (AAPG), the World Petroleum Council (WPC) and the Society of Petroleum Evaluation
Engineers (SPEE) in March 2007. The Company has a long-standing relation with its certification agent in the US;
Schlumberger Technology Corporation.
As of 31 December, 2008, Schlumberger certified 1P reserves in the US of 4.35 MMBOE, 2P reserves of 7.25
MMBOE and 3P reserves of 8.32 MMBOE. In addition, certified contingent resources (2C or best estimate)
amounted to 346.21 MMBOE.

5.6

The Markets

5.6.1
Brazil
Brazil is a bright spot in the world of energy exploration and production today, having one of the world’s largest
anticipated untapped resource bases. Brazil is developing an oil exporting nation with its recent discoveries of the
deep sub-salt oil fields offshore the coast of Brazil. Currently Brazil has 12.6 billion barrels of oil reserves and 365
Bcm of gas reserves (source: CIA world fact book www.cia.gov). Brazil is currently undertaking one of the world’s
largest exploration programs to map the extent of discoveries such as Tupi. The state controlled oil major Petrobras
is the leading oil and gas company in the region and is also partner with Norse in its licenses. As an early entrant
since oil deregulation in 1997, Norse Energy Corp. established a significant presence through its acquisitions of
proven reserves, as well as building productive relationships with the Brazilian authorities, financial institutions and
Petrobras.
5.6.2
The US
The densely populated Northeast is the largest energy consumer of any US region while enjoying a robust economy
despite the recent financial turmoil globally. In 2008 the US accounted for 19% of the world’s gas production which
is second only to Russia. The US is a net importer of oil and gas and has the most developed gas market in the
world. Despite falling gas prices and weak economic activity, the development of onshore shale gas has revitalized
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the growth ambition of the domestic US gas market. Norse’ assets in the Appalachian basin are focused on
development of the conventional Herkimer sands which produced 12,000 mmscf/day at year-end 2009. In addition
there is a tremendous potential in the “unconventional” Marcellus shale gas fairway stretching through Norse’s
acreage. Recently ExxonMobile made an offer to acquire XTO Energy for USD 41 billion due to its strong presence
in the US shale gas development. Norse’s acreage is adjacent to major shale gas developers such as XTO and
Chesapeake (which is partly owned by Statoil). Development of the Marcellus shale in New York State where Norse
is operating is expecting to commence as soon as new legislation for testing with hydraulic fraccing is in place.

5.7

Trend information

During 2009, the company has seen significantly lower revenues than in the previous year. YTD Q3 2009 revenues
were down 59 % compared to the same period in 2008. This is mainly due to the fact that the sales in the EM
business segment are accounted for on a gross basis and the natural gas prices were significantly lower in 2009
compared to 2008. In addition, revenues in the E&P business segment included the sale of the Medina properties in
2008 while no such sale of properties has been done in 2009. The natural gas prices continue to be low in 2009, , but
have picked up significantly in the colder months in late 2009 and early 2010. This fluctuation in prices will impact
the Company’s financial statements.
At the close of the third quarter 2009, the New York Department of Environmental Conservation (NYDEC) released
for public comment the long awaited proposal for new environmental rules and regulations for shale gas
development; the Supplemental Generic Environmental Impact Statement (SGEIS). Prior to issuance of final
document there is a public comment period, ending 31 December, 2009, and a series of scheduled regional hearings
where the Company is participating. The comprehensive document should provide an effective roadmap for shale
development.
The bondholder approved refinancing will improve the cash flow in 2010 and 2011 as the principal payments are
postponed. Interest costs will increase as the interest coupon will be higher, and the amortization of the bond loans
will increase due to the issuance of new associated warrants.
For further trend information and comparison of financial information, reference is made to Norse Energy Corp.
ASA’s Third Quarter Report 2009 available on www.NorseEnergy.com.

5.8

Patents and licenses

The Company has certain licenses and authorizations customary for an oil and gas operating company.
The Company also holds approximately 180,000 acres in the Appalachian Basin. About 5,000 of these acres are
owned 100% by the Company, while the remaining acreage is leased with a landowner royalty (usually 12.5%).
Maintaining these leases is critical to the Company in order to produce and sell the natural gas. The Company also
holds certain right-of-way needed to construct the pipeline to transport the natural gas to the markets in the North
East US.

5.9

Board of Directors and Management

5.9.1
Board of Directors
Dag Erik Rasmussen, Chairman of the Board, born 1961. Dag Erik Rasmussen is Candidate in Jurisprudence from
the University of Oslo (1989). Rasmussen has been partner with Advokatfirmaet Selmer DA since year 2000. Before
joining Selmer he was Secretary of the Board and Head of Legal Department at the Oslo Stock Exchange (19982000) and Legal Counsel at the Oslo Stock Exchange from 1994. Rasmussen's professional background also
includes positions as associate at Wiersholm, Mellbye & Bech (1993-94), Legal Counsel for the Lillehammer
Olympic Organization Committee (1993-94), Associate at Hauge & Stange Lund (1992-93), Deputy Judge in Nedre
Romerike Municipal Court (1990-93) and Public Prosecutor at Larvik Police Authority (1989-90). Mr Rasmussen
has served as a board member for companies listed on the Oslo Stock Exchange (Rem Offshore ASA and Wavefield
Inseis ASA) and holds several board positions within the Sector Asset Management Group. Rasmussen is a lecturer
in securities and corporate law. He is a Norwegian citizen living in Bærum, outside of Oslo.
Bjarte Henry Bruheim, Non-Executive Director, born 1955. Mr. Bruheim is a graduate of the Norwegian
University of Science and Technology with an MSc in physics and electronics. Mr. Bruheim has considerable
business and operational experience, and he is one of the founders of Petroleum Geo-Services ASA. Mr. Bruheim
served as President and Chief Operating Officer in PGS until 2001, and he currently holds multiple board positions,
among others in Electromagnetic Geoservices ASA and Odim ASA. Mr. Bruheim is a Norwegian citizen and resides
in Houston, USA.
Kathleen Arthur, Non-Executive Director, born 1953. Ms Arthur is a former Vice President Exploration and
Production in Chevron Corporation. Ms. Arthur has considerable operational experience, in addition to various board
positions. Ms. Arthur is a Canadian citizen and resides on Vancouver Island, Canada.
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Katherine H. Støvring, Non-Executive Director. Ms Støvring is a former Vice President International Exploration
and
Production in Statoil, and prior to this worked with Planning and Performance Management in the Gas, Power and
Renewables division of BP plc in London. Ms Støvring graduated from London Business School (Sloan
Programme) in 2001. In addition she is a member of the Norwegian Bar and a Solicitor Admitted to the Rolls of
England and Wales. Ms Støvring is a Norwegian and US citizen and resides in Oslo, Norway.
Odd Næss, Non-Executive Director. Mr Næss is a former banking executive with the Offshore and Shipping
department in DnC, serving six out of seventeen years as head of the department. Furthermore, Mr Næss has
considerable business and operational experience and has since 1988 run his own business. Mr Næss has conducted
numerous management consulting projects, investment projects and served as a BOD member and chairman in
several companies. Mr Næss was from 1990-2003 the Chairman of the Board of Naturgass, the US entity of the
predecessor to Norse Energy Corp ASA. Mr Næss was instrumental in helping to build the US part of the business in
Norse Energy under Naturgass before the merger with Northern Oil in 2005. Mr Næss holds a Master's degree in
Business Administration from Nürnberg University, Germany.
5.9.2
Management
Øivind Risberg, Chief Executive Officer of the Norse Group since 1991, born 1958. He was the cofounder and
CEO of the US activity and has lived in Houston, Texas since 1993. Mr. Risberg divested most all of the US natural
gas business in 1997 and focused on building Norse Energy's US future in the Appalachian Basin. Mr. Risberg has
been the Chairman of the Board, CEO and President of Norse Energy Corp. Holdings Inc. since 1993. Mr. Risberg is
Chairman of the Board of Norse Energy do Brasil. He holds a Bachelor of Science degree from the University of
Oslo, Norway and a Bachelor of Business Administration degree from the Norwegian School of Management. Mr.
Risberg is a citizen of Norway.
Mark Dice, President and Chief Operating Officer, born 1957. Mr. Dice joined Norse Energy Holdings Inc. in June
2009. Mr. Dice holds an MBA from the Kellogg Graduate School of Management at Northwestern University, an
M.S. in Geology from Kent State University and a B.S. in Geology from Muskingum College. He has over 28 years
of diverse international oil and gas industry experience having held positions in BP and Amoco including
Exploration Manager, Commercial Manager, Performance Unit Leader in the Deepwater Gulf of Mexico and Vice
President of Petrotechnical Development. He has previously lived in Houston, Chicago, London and Hong Kong.
Mr. Dice is a citizen of the United States and currently maintains residences in Houston, Texas and Orchard Park,
New York.
Richard Boughrum, Chief Financial Officer of Norse Energy Holdings Inc., born 1950. Mr. Boughrum has
extensive capital markets experience with more than 20 years of investment banking experience, primarily in
the energy sector with Goldman Sachs in New York. He has been the CFO of a public energy marketing
company and a private multi-national telecom marketing company before joining Norse Energy in the US. Mr.
Boughrum has a BS in Journalism and an MS in Communications from the University of Illinois and an MBA in
Finance and Accounting from the University of Illinois. Mr. Boughrum is a citizen of the United States and is
planning to relocate from North Carolina.
Steve Novakowski, Executive Vice President of Operations & Drilling, born 1959. Mr. Novakowski began his
career in the energy industry in 1981, as a petroleum engineer for Halliburton working primarily in the northern
Appalachian Basin of the U.S. where he gained technical proficiency in the areas of cementing, completion and
stimulation of oil and gas wells. From 1988 to 1990, he was a drilling and production engineer for a mid-sized
independent producer and became manager of the northeastern operations for that company in 1990, being directly
responsible for 1100 Appalachian Basin oil and gas wells and a staff of 35 employees. In 1994, he became an
independent drilling, production and completions consultant with continuing Appalachian emphasis until joining
Nornew full time as staff engineer in 2001. Mr. Novakowski holds a Bachelor of Science degree in Petroleum and
Natural Gas Engineering from Pennsylvania State University. Mr. Novakowski is a US citizen and resides in North
East, Pennsylvania, USA.
Stuart Loewenstein. Executive Vice President of Exploration and Development in the United States, born 1960. In
1983 Mr. Loewenstein completed a Bachelors degree in geology from the State University of New York at Buffalo,
and did graduate work in geology with a concentration in geophysics at the University of Buffalo from 1983 to 1985.
Since that time, he has worked as a geologist, geophysicist and manager in the oil and natural gas industry in the
Appalachian Basin, including President of Quest Energy which he founded in 1997 and was co-owner until its sale
in 2006. Mr. Loewenstein has co-authored numerous professional papers on geology and exploration methods in the
Appalachian Basin. Mr. Loewenstein is a member of the American Association of Petroleum Geologists and the
Society of Exploration Geophysicists and has served on the Board of Directors of the Independent Oil and Gas
Associaton of New York. He joined Norse Energy in early 2006. Mr. Loewenstein is a US citizen and resides in
Buffalo, New York State, USA.
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S. Dennis Holbrook. Executive Vice President Regulatory, Public & Investor Relations, born 1953. Mr. Holbrook
has over 35 years experience in the energy industry, focusing on legal, public policy, contractual and regulatory
matters. He was instrumental in the formation of the Gas Industry Standards Board (GISB), now the North American
Energy Standards Board (NAESB), where he served as its first Executive Committee Chairman and later as the
organization’s General Counsel. While in private practice, he represented numerous energy clients including natural
gas marketers, storage operators and exploration and production companies. He was formerly a senior executive of
National Fuel Gas, an integrated interstate pipeline, utility, storage operator and exploration and production
company. Previously he worked in Washington, DC for the Federal Energy Administration and prior to that he
served on the staff of U.S. Senator James Buckley focusing on energy issues. Mr. Holbrook earned a B.A. in
political science from Bucknell University and a Juris Doctorate from the Columbus School of Law, Catholic
University, where he was named to the C U Law Review. He is also a graduate of the Executive Development
Program of the University of Michigan, Graduate School of Business Administration. Mr. Holbrook serves on the
board of directors of both public service and industry organizations, including the Independent Oil & Gas
Association of New York, on which he has served as a director for over 25 years. Mr. Holbrook is a US citizen and
resides in East Aurora, New York State, USA.
5.9.3

Shareholdings, stock options, service contracts with the Group and benefits upon termination of
employment
The following table sets forth, as of the date of this Information Memorandum, the number of Shares owned directly
or indirectly by each of the Company’s directors and management, and the number of options held
by such persons (when the Shares are owned through a holding company, the ownership in such holding company is
stated):
Name
Øivind Risberg
Mark Dice
Richard Boughrum
Steve Novakowski

Position
CEO
COO and President
CFO
EVP Operations & Drilling

No of Shares
14,611,894
400,000
10,000
27,500

No of Options
4,000,000
2,500,000
1,000,000
500,000

Stuart Loewenstein

EVP Exploration & Development

361,556

600,000

S. Dennis Holbrook

EVP Regulatory, Public & Investor Relations

2,183,873

500,000

Bjarte Henry Bruheim

Board Member Norse Energy Corp. ASA

25,300,000

Odd Næss

Board Member Norse Energy Corp. ASA

7,565,000

In addition, Øivind Risberg holds 1,445,218 NEC-J warrants in the Company.
The CEO has an agreement of two year’s salary in case of resignation. No other members of the administrative,
management or supervisory bodies’ currently have entered into any service contracts with the Company or any of its
subsidiaries providing for benefits upon termination of their employment.

5.10

Corporate Governance

The principle behind good corporate governance is to establish and maintain a strong, sustainable and competitive
company in the best interest of the shareholders, employees, business associates, third parties and society at large.
The Board recognizes that the shareholders and others should have confidence in the way the Company is governed
and managed. A successful value-added business is profoundly dependent upon transparency and internal and
external trust. The Company believes that this is achieved by building a solid reputation based on financial
performance, the Company’s values and by fulfilling its promises. The Board acknowledges the Norwegian Code of
Practice for Corporate Governance of 21 October, 2009 and the principle of comply or explain, and believes that it is
in full compliance with the Code. We have implemented the Code and used its guidelines as the basis for the Board’s
governance duties. A full version of the policy is posted on the Company’s website at www.NorseEnergy.com.
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5.11

Major shareholders

An overview of the Company’s 20 largest shareholder as of 25 January 2010 is set out in the table below:
Investor
1 PNC INTERNATIONAL BANK LTD
2 PNC INTERNATIONAL BANK LTD
3 PNC INTERNATIONAL BANK LTD
4 NORDEA BANK NORGE ASA
5 PNC INTERNATIONAL BANK LTD
6 BRUHEIM BJARTE HENRY
7 VIKSUND AS
8 DNB NOR SMB
9 SOLODDEN AS
10 WESTCAP A/S
11 NESTOR SHIPPING AS
12 FARSTAD JAN HENRY
13 DANSKE BANK A/S
14 PACTUM AS
15 NORDNET BANK AB
16 SAF INVEST AS
17 WILHELMSEN LINES SHIPOWNING AS
18 CITIBANK N.A. (LONDON BRANCH)
19 TYRHOLM & FARSTAD A/S
20 MP PENSJON

Country
Ireland

No. of shares
61 521 400

%
15,84%

Ireland

18 918 300

4,87%

Ireland

15 947 919

4,11%

Norway

14 809 166

3,81%

Ireland

12 021 967

3,09%

Norway

11 300 000

2,91%

Norway

8 050 500

2,07%

Norway

7 665 000

1,97%

Norway

6 561 394

1,69%

Norway

5 190 200

1,34%

Norway

4 389 000

1,13%

Norway

3 900 616

1,00%

Denmark

3 532 883

0,91%

Norway

3 500 000

0,90%

Sweden

3 012 839

0,78%

Norway

3 000 000

0,77%

Norway

3 000 000

0,77%

Finland

2 820 100

0,73%

Norway

2 529 616

0,65%

Norway

2 489 600

0,64%

Pursuant to the Norwegian Securities Trading Act, a person, entity or group acting in concert that acquires shares,
options for shares or other rights to shares resulting in its beneficial ownership, directly or indirectly, in the
aggregate meeting or exceeding the respective thresholds of 5%, 10%, 15%, 20%, 25%, 1/3, 50%, 2/3 and 90% of
the share capital and/or the voting rights in the Company has an obligation under Norwegian law to notify Oslo Børs
and the Company immediately. The same applies to disposals of shares (but not options or other rights to shares)
resulting in a beneficial ownership, directly or indirectly, in the aggregate meeting or falling below said thresholds.
A change in ownership level due to other circumstances may also trigger the notification obligations when said
thresholds are passed, e.g changes in the Company’s share capital.

5.12

Statutory auditors

The Company’s auditor is Deloitte AS, Karenslyst allé 20, P.O. Box 347 Skøyen, 0213 Oslo, Norway. Deloitte has
been the Company’s auditor since 2008. The auditor is a member of the Norwegian Auditor Association (Den
Norske Revisorforening).
Prior to Deloitte the Company’s auditor was Ernst & Young AS, Christian Frederiks plass 6, P.O. Box 20, Oslo,
Norway.

5.13

Legal and arbitration proceedings and material contracts

The Company may from time to time be involved in disputes in the ordinary course of its business activities.
However, at the time of this Information Memorandum the Company is not involved in any governmental, legal or
arbitration proceedings (including any such proceedings which are pending or threatened of which the Company is
aware) which may have or have had in the recent past significant effects on the Company and/or the Company’s
financial position or profitability, except from the following;
-

One of the legal advisers of the subsidiary Norse Pipeline has advised the Company of the substantial
likelihood that the parcels of real property comprising the “penny pipeline” will be assessed at amounts
substantially in excess of the previous assessments for property tax purposes. This will require a legal
24
24
A 426

challenge to maintain current assessment levels. The magnitude of the anticipated assessments cannot be
determined at this time. The Company has not accrued for any amounts relating to this potential
assessment.
The Company has been involved in the following proceedings during the past 12 months:
- Two separate lawsuits on the docket involve injury to an employee of a drilling services company who was
purported injured during drilling operations. In each respective case, the drilling company was under
contract to the subsidiary Norse Energy Corp. USA. In each lawsuit, Norse Energy Corp. USA is
contractually indemnified by the drilling company from liability for any damages awarded pursuant to these
causes of action, thus Norse Energy Corp. USA does not anticipate any liability resulting from these causes
of action.
-

In May 2008, a lawsuit was brought against Norse Energy Corp. USA related to damages suffered to certain
real property. The owner of the property contends that Norse Energy Corp. USA trespassed onto her
property and harvested and removed timber from it. She seeks damages of USD 85.000 for the timber and
USD 255.000 for a treble damage award. The case is in the early stages and it is too difficult to determine
the likelihood of an unfavorable outcome. No accrual has been made related to this claim.

The Company has entered into contracts that are customary for international oil and gas companies, as well as
certain bond loan agreements. The Company is not aware of any material contracts outside of the normal course of
business.
Except for the matters described above, Norse is not involved in any governmental, legal or arbitration proceedings,
which may have, or have had in the recent past significant effects on Norse or Norse’s financial position or
profitability. Norse is further not aware of any such proceedings that are pending or threatened, nor has Norse been
involved in any such proceedings during the last 12 months.

5.14

Capital resources

The Company obtains its sources of funding from a mix of equity, bank debt, bonds and sale/farm-out of assets.
The Company has prior to the demerger completed a private placement in September 2009. In the second quarter of
2009, the Company sold a minority share in the subsidiary Norse Energy do Brasil to Sector Asset Management.
This improved the Company’s balance sheet and provided improved financial flexibility. Additionally, the Company
successfully completed a NOK 300 million equity issue on January 12, 2010 (subject to approval at an Extraordinary
General Meeting on February 2, 2010).
The bondholder approved refinancing should provide the Company with ample time to capitalize properly on its
huge resource base. The average 1-2 year postponement of principal repayments is not only a relief for the Company
but will also provide the bondholders with additional security and comfort on timely repayment. Ultimately the
refinancing should increase the likely-hood of shareholders being able to optimize the return on investment in the
Company. In addition to the postponement of principal repayment, the refinancing also entails a step-up in interest
coupon and the issuance of associated warrants. This refinancing is reflected in the pro forma financial statements in
section 7. Following this refinancing, the Company will have bond loans of approximately USD 106.4 million, of
which approximately USD 16.0 million is current debt. All the bond loans will carry a fixed interest rate, and
approximately 95% of the outstanding bond loans will be denominated in USD. The Company will have the
following principal payment schedule (USD/NOK = 5.60, amounts in USD million);
Bond loans
TOTAL

2010
16.0

2011
3.7

2012
35.6

2013
41.5

2014
9.6

TOTAL
106.4

In the US, the Company utilizes reserve based lending to fund the ongoing drilling program. The credit line currently
stands at USD 21.75 million, and this loan has been classified as current debt since the subsidiary Norse Energy
Corp. The Company anticipates a redetermination shortly, and aims to increase reserve based lending (revolving
credit) to the budgeted USD 29 million. The US revolving credit is based upon eligible reserves that are required to
be redetermined twice a year. The USA is not in compliance with covenants related to G&A cost ratio and working
capital The working capital requirement will be repaired by contributions from the parent in Norway. The G&A
violation is a result of low gas prices in the quarter coupled with building the appropriate infrastructure as the
Company position itself to take advantage of the opportunities available with its’ existing acreage. The Company
believes that this ratio will improve as production increase through the normal drilling program and as natural gas
prices begin to normalize. In addition the Company continues to review the cost structure in order to better
understand and reduce the G&A costs. The Company receives waivers from the lender on a quarterly basis.
In the pro forma condensed consolidated financial statements per September 30, 2009, the Company has current
assets of USD 42.8 million and short-term liabilities of USD 48.9 million. Short-term interest bearing debt of USD
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32.8 million consists of the 15% prepayment of the bond loans and the reserve based lending in the US subsidiaries
where the outstanding balance has been reclassified to short-term, both discussed above.
In the opinion of the Company, its working capital is sufficient to cover the Company s present requirements, that is,
for a period of at least 12 months from the date of this Information Memorandum.
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6

HISTORICAL FINANCIAL INFORMATION

6.1

Selected financial information for Norse

(All figures in USD thousand)
The selected historical consolidated financial data for Norse Energy Corporation ASA set forth in this section has
been derived from NEC `s audited group financial statements for the financial years 2008, 2007 and 2006, and the
unaudited quarterly reports for Q3 2009 and Q3 2008.
These financial statements have been prepared in accordance with IFRS and the Company`s accounting principles
may be found in the related Annual Reports.
There have been no audit qualifications in connection with the 2006-2008 financial statements. In the 2008 audit
report Deloitte draws attention to the Board of Directors discussion of the uncertainty concerning funding that was
present at the time of the audit report, without qualifying its report.
The selected financial data set forth below may not contain all of the information that is important to a potential
investor of shares in the demerged company. As a result, the data should be read in conjunction with the relevant
financial statements and the notes to those statements.
Q3 YTD
2009
Unaudited
72 779
34 509
1 859
109 147

Q3 2009
Unaudited
18 116
12 937
457
31 510

Q3 YTD
2008
Unaudited
167 747
70 368
35 408
273 523

Q3 2008
Unaudited
61 587
27 185
9 816
98 588

2008
Audited
213 706
84 018
36 784
334 508

2007
Audited
148 398
61 171
5 142
214 711

2006
Audited
138 988
39 945
8 580
186 664

Marketing purchases
Production costs
Exploration and dry-hole costs
General and administrative costs
Depreciation
Impairment
Total operating expenses

68 748
4 249
15 037
19 526
13 374
14 363
135 297

18 020
1 428
7 226
7 513
4 528
12 598
51 313

163 036
19 663
20 123
22 699
11 695
0
237 216

59 454
6 856
4 857
7 186
4 039
0
82 392

206 500
27 949
27 225
31 605
16 719
25 911
335 909

141 588
25 802
2 629
17 870
28 901
26 159
242 949

135 329
20 550
1 660
13 261
15 124
0
185 924

Operating profit /(loss)

-26 150

-19 803

36 307

16 196

-1 401

-28 238

740

Net interest income/(costs)
Net foreign exchange gain/(loss)
Warrants effect - gain/(loss)
Other financial income/(costs)
Net financial items

-16 119
28 701
-590
-165
11 827

-5 441
-498
-1 425
-18
-7 382

-18 679
11 207
-3 074
-1 488
-12 034

-6 051
5 770
30 709
-191
30 237

-23 771
5 828
8 096
-382
-10 229

-16 062
4 146
3 311
401
-8 204

-8 490
1 354
0
-6 801
-13 937

Net profit/(loss) before tax

-14 324

-27 185

24 273

46 433

-11 630

-36 442

-13 197

Income tax benefit/(expense)
Net profit/(loss) for the period

391
-13 933

6 263
-20 922

-9 852
14 421

3 907
50 340

1 090
-10 540

7 737
-28 705

876
-12 321

Net profit/(loss) attributable to:
Shareholders of the parent company
Non-controlling interests
Total

-11 823
-2 110
-13 933

-18 812
-2 110
-20 922

14 421
0
14 421

50 340
0
50 340

10 540
0
10 540

-28 705
0
-28 705

-12 265
-56
-12 321

NEC ASA Consolidated Financial Statements
Marketing revenue
Oil and gas revenue
Fair value adjustments and other income
Total revenues and other income
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NEC ASA Consolidated Statements of Financial position

Q3 2009
Unaudited

Q3 2008
Unaudited

158 283
5 728
21 469
185 480

139 917
5 746
0
145 663

132 386
5 755
10 105
148 246

119 117
5 790
0
124 907

129 131
5 826
0
134 957

182 661
5 179
187 840
10 032
383 352

175 941
4 648
180 589
12 532
338 784

150 218
6 252
156 470
13 763
318 479

159 160
4 459
163 619
20 180
308 706

164 323
3 815
168 138
7 330
310 425

0
47 424
0
43 610
91 034

2 019
66 619
0
45 169
113 807

290
47 102
0
32 207
79 599

3 051
43 523
36 568
43 747
126 889

3 237
32 297
0
55 739
91 273

Total assets

474 386

452 591

398 078

435 595

401 698

Equity
Total Equity attributable to shareholders of the parent

100 293

85 284

67 749

83 423

105 215

Non-controlling interests
Total equity

33 745
134 038

0
85 284

0
67 749

0
83 423

0
105 215

Long-term liabilities
Long-term interest bearing debt
Deferred tax liabilities
Other long-long term liabilities
Total long-term liabilities

94 023
6 848
27 052
127 923

197 240
22 129
43 864
263 233

145 360
11 788
25 555
182 703

194 660
14 460
42 161
251 281

158 758
29 943
21 608
210 309

Short-term liabilities
Short-term interest bearing debt
Accounts payable, accrued liabilities and other short term liabilities
Total short-term liabilities
Total liabilities

153 793
58 632
212 425
340 348

46 252
57 822
104 074
367 307

84 007
63 619
147 626
330 329

48 764
52 127
100 891
352 172

21 861
64 313
86 174
296 483

Total equity and liabilities

474 386

452 591

398 078

435 595

401 698

Non-current assets
Intangible assets
Licenses and exploration assets
Goodwill and other intangible assets
Deferred tax assets
Total intangible assets
Properties and field investments
Field investment and equipment
Other fixed assets
Total properties and field investments
Other non-current assets
Total Non-current assets
Current assets
Inventory
Accounts receivables and other short-term assets
Assets held for sale
Cash and cash equivalents
Total current assets
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2008
Audited

2007
Audited

2006
Audited

7

PRO FORMA FINANCIAL INFORMATION

7.1

Pro forma financial information

(All figures in USD thousand)
7.1.1
General information- description of the transaction
The pro forma financial information is prepared by using management`s assumptions. It is not necessarily indicative
of the effects on the financial position that would have been attained if the above mentioned transactions actually
occurred at the dates assumed under section 7.1.2. Moreover the pro forma financial information is not intended to
and does not provide all the information and disclosures necessary to present a true and fair view in accordance with
IFRS as adopted by EU.
7.1.2
Purpose of the unaudited pro forma financial information
The unaudited pro forma financial information has been prepared in connection with the demerger of the Offshore
(Brazil) business as described in this Information document, to illustrate the main effects the demerger would have
had on:
x

The audited consolidated profit and loss statement for 2008 and the unaudited consolidated profit and loss
statement for Q3 YTD 2009, and

x

The unaudited consolidated balance sheet as of 30 September 2009, had the demerger been implemented at
that date.

The renegotiated bond loan agreements are dependent on the demerger being approved by the extraordinary general
meeting. The renegotiated terms and conditions have been adjusted pro forma to illustrate the effect (including tax
effect) on the unaudited Q3 YTD 2009 profit and loss and Balance sheet and the audited full year 2008 had the
renegotiated terms been implemented as from 1 January 2009 and 1 January 2008, respectively. No other pro forma
adjustments have been considered relevant.
7.1.3
Basis for preparation
The unaudited pro forma financial information has been compiled using accounting principles that are consistent
with Norse Energy Corporation ASA`s accounting principles (IFRS). These accounting principles are described in
the Company`s 2008 Annual Report.
The unaudited pro forma financial information has been prepared for illustrative purposes only. Because of its
nature it addresses a hypothetical situation and therefore does not represent the company´s actual financial position
or results. There is a greater degree of uncertainty associated with pro forma figures than with actual reported results.
The New Brazil Holding ASA demerged figures have been obtained solely from the NEC ASA consolidated reports.
They consist of the Brazil figures which represent the Brazil operations, the NEC 01 bond loan and 40 % of the NEC
J liability that are allocated to Brazil business in the demerger plan, and allocated overhead costs from the
Norwegian parent company.
The historical figures for New Brazil Holding ASA have been prepared under the same accounting principles as
described for NEC ASA in section 6.1.
The unaudited pro forma financial information has been prepared for illustrative purposes only. Because of its nature
it addresses a hypothetical situation and therefore does not represent the Company’s actual financial position or
results. There is a greater degree of uncertainty associated with pro forma figures than with actual reported results.
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7.1.4

Pro forma financials

Proforma Condensed Consolidated Financial Statements YTD Q3 2009
NEC ASA New Brazil
Proforma
YTD Q3 Holding ASA adjustments
2009
demerged
NEC ASA
Unaudited

notes

Proforma
NEC ASA
demerged

Marketing revenue

72 779

Oil and Gas revenue

34 509

23 562

1 859

-267

2 126

109 147

23 295

85 852

68 748

-

68 748
1 444

Fair value adjustments and other income
Total revenues and other income
Marketing purchases
Production costs

72 779
10 947

4 249

2 805

Exploration and dry-hole costs

15 037

14 165

872

General and administrative costs

19 526

9 022

10 504

Depreciation

13 374

4 726

8 648

Impairment

14 363

12 500

1 863

Total operating expenses

135 297

43 218

92 079

Operating profit /(loss)

-26 150

-19 923

-6 227

Net interest income/(costs)

-16 119

-7 026

28 701

28 701

-

-755

-309

-446

11 827

21 365

-14 324

1 442

-664

391

-4 011

1 475

-13 933

-2 569

810

Net foreign exchange gain/(loss)
Other financial income/(costs)
Net financial items
Net profit/(loss) before tax
Income tax benefit/(expense)
Netprofit/(loss) for the period

-664

1)

-9 757

-10 203
-16 430
2)

5 877
-10 553

Pro forma adjustments:
The only pro forma profit and loss adjustment is the effect of the renegotiated bond loans terms on the demerged
NEC ASA.

1) Loan restructuring
Bond loan costs in the demerged NEC ASA at original terms have been replaced with pro forma calculated cost
according to the renegotiated NEC 02, NEC 03, NEC 04 and NEC 05 bond loan terms. The cost has been calculated
as if the restructuring took place 1 January 2009, with 15% early payment in April 2009. This is expected to have a
continuing impact on the Company.
Specification of net effect:
Loan costs at original terms
Less pro forma loan cost at renegotiated terms
Net effect

8 478
-9 142
664

2) Tax effect of bond loan restructuring
Loan cost allocated to the US increases by 4 337 as a consequence of the restructuring. Due to different tax positions
in Norway and US the restructuring results in a positive tax effect that has been estimated at 1,475 pro forma (4 337
multiplied by the tax rate in US- 34 %). This is expected to have a continuing impact on the Company.
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Proforma Condensed Consolidated Statement of Financial Position
Q3 2009
NEC ASA
YTD Q3

New Brazil
Holding

Proforma
adjustments NEC

Proforma
notes NEC ASA

Unaudited
Non-current assets
Licenses and exploration assets
Goodwill and other intangible assets
Deferred tax assets
Field investment and equipment
Other financial assets
Other fixed assets
Total non-current assets

158 283

121 785

36 498

5 728

-

5 728

21 469

21 469

-

182 661

107 010

75 651

10 032

2 984

7 049

5 179

2 873

2 306

383 353

256 121

127 232

Current assets
Accounts receivables and other short-term assets

26 059

18 729

7 330

Other financial assets

5 800

0

5 800

Other current assets

15 565

13 236

2 329

Cash and cash equivalents

43 610

16 303

27 307

91 034

48 268

42 766

474 386

304 388

169 998

100 293

82 611

Total current assets
Total assets
Equity
Total equity attributable to shareholders of the parent
Non-controlling interests
Total equity

33 745

33 745

134 038

116 356

94 023

0

6 848

0

12 592

5 037

98 357 -104 925

11 113
-

98 357 -104 925

2)

11 113

82 511

1)

86 944

6 675

1)

14 230

Long-term liabilities
Long-term interest bearing debt
Deferred tax liabilities
Liabilities related to warrants

*

-89 590

6 848

Other financial liabilities

1 049

Other long term liabilities

13 411

12 486

1 049

Total long-term liabilities

127 923

17 522

-89 590

89 186

153 793

127 977

-8 767

15 739

1 120

6

1 114

57 512

42 527

14 986

925
109 997

Short-term liabilities
Short-term interest bearing debt
Other financial liabilities
Accounts payable, accrued liabilities and other short term liabilities
Total short-term liabilities

212 425

170 510

Total liabilities

340 348

188 032

Total equity and liabilities

474 386

304 388

-8 767

1)

32 788

15 739

48 888

-98 357 104 925

158 885

0

0

169 998

*Liabilities related to the NEC J warrants have been split between New Brazil Holding ASA and NEC ASA
according to the 40-60 valuation split.
Pro forma adjustments:
1) The renegotiated NEC 02, NEC 03, NEC 04, NEC 05 bond loans replaces the original loans (short term
8,767, long term 89,590). The warrant elements (6,675) have been valued and are classified separate from
the loans. Since the functional currency of the parent is USD while the equity is denominated in NOK, the
warrants are classified as liabilities and not as equity. In the above table the pro forma adjustment has been
presented in two steps. NEC 02, NEC 03, NEC 04, NEC 05 bond loans current carrying values totaling
98 357 have been derecognized,and replaced by the pro forma book values totaling 104 925. The total
renegotiated values are specified below.
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Total renegotiated loan values
Nominal value

NEC 02
73 946

Warrant value
Book value ex warrant

NEC 03
8 676

NEC 04
4 753

NEC 05
17 550

Total
104 925

4 713

553

290

1 119

6 675

69 232

8 123

4 463

16 431

98 250

15 % of the renegotiated nominal loan amount, 15 739, has been classified as current according to the early payment
clause in the bond loan agreements.

2) NEC ASA pro forma equity development

Equity
NEC ASA equity at 30 september 2009
Net asset value to New Brazil Holding ASA

134 038
-116 356

Net equity effect from renegotiated bond loans

-6 568

NEC ASA equity after demerger

11 113

Proforma Condensed Consolidated Financial Statements 2008
New Brazil Proforma
NEC ASA Holding ASA adjustments
demerged
NEC ASA
2008
Marketing revenue

213 706

Oil and Gas revenue

84 018

Fair value adjustments and other income

notes

Proforma
NEC ASA
demerged
213 706

73 551

10 467

36 784

840

35 944

Total revenues and other income

334 508

74 391

260 117

Marketing purchases

206 500

206 500

Production costs

27 949

25 692

Exploration and dry-hole costs

27 225

22 937

4 288

General and administrative costs

31 605

15 918

15 687

Depreciation

16 719

11 237

5 482

Impairment

25 911

25 911

-

335 909

101 695

234 214

-1 401

-27 304

25 903

-23 771
5 828

-11 699
5 828

Total operating expenses
Operating profit /(loss)
Net interest income/(costs)
Net foreign exchange gain/(loss)
Other financial income/(costs)

2 257

-272

1)

-12 344
-

7 714

2 400

5 314

Net financial items

-10 229

-3 470

-7 031

Net profit/(loss) before tax

-11 630

-30 774

Income tax benefit/(expense)
Net profit/(loss) for the period

-272

1 090

10 674

2 598

-10 540

-20 100

2 326

18 872
2)

-6 986
11 886

Pro forma adjustments:
The only pro forma profit and loss adjustment is the effect of the renegotiated bond loans terms on the demerged
NEC ASA.
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1) Loan restructuring
Bond loan costs in the demerged NEC ASA at original terms have been replaced with pro forma calculated cost
according to the renegotiated NEC 02, NEC 03, NEC 04 and NEC 05 bond loan terms. The cost has been calculated
as if the restructuring took place 1 January 2008, with 15% early payment in April 2008. This is expected to have a
continuing impact on the Company.
Specification of net effect:
Loan costs at original terms
Less pro forma loan cost at renegotiated terms
Net effect

11 735
-12 007
- 272

2) Tax effect of bond loan restructuring
Loan cost allocated to the US increases by 7 642 as a consequence of the restructuring. Due to different tax positions
in Norway and US the restructuring results in a positive tax effect that has been estimated at pro forma 2 598 (7 642
multiplied by the tax rate in US- 34 %). This is expected to have a continuing impact on the Company.
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8

ADDITIONAL INFORMATION

8.1

Third party information

Market and industry data used throughout this Information Memorandum was obtained from various publicly
available or independent third party sources. Although the Company believes that these independent sources are
generally reliable, the accuracy and completeness of such information are not guaranteed and have not been verified
with complete certainty due to limits on the availability and reliability of raw data, the voluntary nature of the data
gathering process and the limitations and uncertainties inherent in any statistical survey of market size or consumer
demand. References in this Information Memorandum to research reports or articles should not be construed as
depicting the complete findings of the entire referenced report or article. The information in each report or article is
not incorporated by reference into this Information Memorandum.
The information in this Information Memorandum that has been sourced from third parties has been accurately
reproduced and, as far as the Company is aware and able to ascertain from the information published by that third
party, no facts have been omitted that would render the reproduced information inaccurate or misleading.

8.2

Documents on display

For the life of this Information Memorandum following documents (or copies thereof) may be inspected at
www.NorseEnergy.com or at the Company’s business address:
i. Articles of Association of the Company;
ii. audited historical financial information for the Company’s annual accounts for 2006, 2007 and 2008 and
unaudited interim report for third quarter ended 30 September 2009; and
iii. stock exchange notices, including quarterly reports, distributed by the Company through Oslo Børs’
information system after the submission of the application for listing.

8.3

Incorporated by reference

The information incorporated by reference in this Information Memorandum shall be read in connection with the
cross-reference list set out in the table below. Except as provided in this section, no information is incorporated by
reference in this Information Memorandum.
All the relevant information can be found on the Company’s webpage www.NorseEnergy.com
Section
Information
Memorandum

Section 6

Section 6

Section 6

Section 6

in

Disclosure
requirements
of
the
Information
Memorandum
Audited
historical
financial
information
(Annex I,
Section 20.1)

Audit report
(Annex I,
Section 20.4.1)

Accounting
policies
(Annex I,
Section 20.1)
Interim
financial
information
(Annex I,
Section 20.6.1)

Reference document and link

Page (P)
in
reference
document

Norse – financial statements 2008:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0E/B1/90/wkr0010.pdf
Norse - Director’s report 2008:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0E/B1/90/wkr0010.pdf
Norse – financial statements 2007:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0C/42/66/wkr0010.pdf
Norse – Director’s report 2007:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0C/42/66/wkr0010.pdf
Norse – financial statements 2006:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0C/31/47/wkr0009.pdf
Norse – Director’s report 2006:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0C/31/47/wkr0009.pdf
Norse – Auditor’s report 2008:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0E/B1/90/wkr0010.pdf
Norse – Auditor’s report 2007:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0C/42/66/wkr0010.pdf
Norse – Auditor’s report 2006:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0C/31/47/wkr0009.pdf
Norse – Accounting principles:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0E/B1/90/wkr0010.pdf

P 25-87

Norse – third quarter financial statements 2009, with comparable figures
for the same period in 2008:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0F/FC/33/wkr0013.pdf
Norse – Director’s report third quarter 2009:
http://feed.ne.cision.com/wpyfs/00/00/00/00/00/0F/FC/33/wkr0013.pdf

P 9-16
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P 14-20
P 19-84
P 12-17
P 19-68
P 14-17
P 88
P 85
P 69
P 30-36

P 4-8
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DEFINITIONS

The following glossary applies in this Information Memorandum unless dictated otherwise by the context, including
the foregoing pages of this Information Memorandum.

9.1

Definitions

Articles of Association: ...............
BNDES
Board
Brazil Holding
Brazil Holding Group
G&A
Group
NEC: ...........................................
IFRS: ...........................................
Manager: .....................................
NOK: ...........................................
NGAAP:......................................
Norwegian
Public
Limited
Companies Act: ...........................
Norwegian Securities Trading
Act:..............................................
Oslo Børs: ...................................
Information Memorandum: .........
Share(s): ......................................
The Company
Transaction:.................................
USD: ...........................................
VPS account: ...............................
VPS: ............................................

The Articles of Association of the Company.
The Brazilian Development Bank
The Board of Directors of Norse Energy Corp. ASA.
New Brazil Holding ASA
New Brazil Holding and its subsidiaries
General and administrative
Norse Energy Corp. ASA and its subsidiaries
Norse Energy Corp. ASA.
International Financial Reporting Standards.
Pareto Securities AS.
Norwegian Kroner, the lawful currency of the Kingdom of Norway.
Norwegian generally accepted accounting standards.
The Norwegian Public Limited Companies Act of 13 June 1997 no. 45
(“Allmennaksjeloven”).
The Securities Trading Act of 29 June 2007 no. 75 (“Verdipapirhandelloven”).
Oslo Børs ASA (translated “the Oslo Stock Exchange”).
This Information Memorandum dated 27 January 2010 prepared in connection
with the Transaction.
“Shares” means common shares in the capital of Norse Energy Corp. ASA and
“Share” means any one of them.
Norse Energy Corp. ASA
The demerger of the business in Brazil and its associated assets is transferred to
New Brazil Holding ASA
United States Dollars.
An account with VPS for the registration of holdings of securities.
Verdipapirsentralen (Norwegian Central Securities Depository), which organizes
the Norwegian paperless securities registration system.
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Appendix 1: Auditor’s Report on pro forma nancial information
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FORMALITIES

DEMERGER PLAN

NOK 341,863,263

The transferee:

________________________________________________________

2

December 18, 2009

Company reg. no. 979 441 002

Transferee

are

jointly

A2
A 439

referred

to

as

the

the Transferor’s share capital shall be reduced and the Transferor’s shareholders
shall be compensated in the form of shares in the Transferee as stipulated in the
Demerger Plan.

b.

3

the Transferor shall transfer the assets, rights and liabilities stipulated in the
Demerger Plan to the Transferee,

a.

The Transferor will be demerged thus:

The Transferee will not have any business activities or assets and liabilities prior to
demerger, apart from a bank deposit of NOK 1 million. An application will be made to list
the shares of the Transferee on the Oslo Stock Exchange from the date on which the
demerger comes into effect.

The demerger will be carried out as a demerger-merger, where the Transferee is a newly
incorporated public limited company wholly owned by the Transferor.

The Board of Directors is therefore proposing that the Transferor be divided into two
parts, with ownership of the company's mainland business, i.e. the business in the USA
and its associated assets, while the ownership of the business in Brazil and its associated
assets is transferred to the Transferee.

The Transferor owns assets within two completely separate business areas in Brazil and
the USA respectively. This is not regarded as an optimal structure for operational and
financial purposes. There are limited synergies between the business areas, and a
separation of the business areas will optimise the capital structure and provide
considerable growth potential in the respective markets.

The purpose of the demerger

the

2.1

and

GENERAL INFORMATION REGARDING THE DEMERGER

Transferor

1,000,000

994 051 067

Oslo

Ruseløkkveien 26, 0114 Oslo

2.

Hereinafter the
“Companies”.

Share capital:

Company reg. no:

of

Norse Energy Corp. ASA

in the district of:

Registered address:

the demerger

Plan for

New Brazil Holding ASA (the "Transferee")

979 441 002

Share capital:

__________________________________________________________

DEMERGER PLAN

Bærum

in the district of:
Company reg. no:

Strandveien 50, 1366 Lysaker

Registered address:

Norse Energy Corp. ASA (the "Transferor")

The transferor:

1.

Appendix 2: Demerger plan
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CONSIDERATION PAYABLE AND DISTRIBUTION OF SHARE CAPITAL

DEMERGER DATE, ETC

The Distribution Ratio in general

5.1

4

The Transferor’s Board of Directors has obtained a valuation from Pareto Securities AS,
which concludes that the assets and liabilities to be transferred to the Transferee in
accordance with the Demerger Plan together amount to 40 per cent of the Transferor’s
real net value. A more detailed presentation of the valuation can be found in the Board’s
report in Appendix 4.

The Transferor is being demerged such that the Transferee will take over assets and
liabilities from the Transferor as stipulated in section 5.2 below.

DISTRIBUTION OF ASSETS, RIGHTS AND LIABILITIES

5.

The demerger shall be undertaken as a tax-exempt demerger pursuant to Chapter 11 of
the Taxation Act, and shall come into effect for tax purposes on the Demerger Date.

Payments associated with investments and receipts associated with the sale of property,
plant and equipment included in this business shall be ascribed to the Transferee to the
extent that the investment or sale is recognised in the accounts from the Demerger Date
onwards.

From the Demerger Date onwards all transactions, costs and revenues associated with
the assets, rights and liabilities which the Transferee is to acquire shall be ascribed to the
relevant company, also such that settlement of intra-group balances continues in
accordance with agreements and previous practice, unless otherwise specifically agreed.
In this way revenues and expenses associated with the business to be transferred to the
Transferee shall be ascribed to the Transferee to the extent that they are recognised in
the accounts from the Demerger Date onwards.

From the Demerger Date onwards, assuming the demerger comes into effect, the
Transferee shall be deemed to have acquired the assets, rights and liabilities which the
company is due to acquire under the terms of the Demerger Plan.

The demerger shall come into effect for financial and accounting purposes on January 1,
2010 (the ”Demerger Date”).

4.

Distribution of the share capital between the companies is based on the Distribution Ratio
as described in section 5.1 below.

The Transferor’s share capital, in the amount of NOK 341,863,263, will be distributed
such that the Transferor’s share capital after completion of the demerger totals NOK
205,117,958 while the Transferee’s share capital totals NOK 136,745,305.

These shares shall be distributed pro rata among the shareholders on the basis of the
number of shares held in the Transferor on the date on which the demerger is reported in
the Register of Business Enterprises as having been completed.

The consideration payable to the Transferor’s shareholders when the demerger comes
into effect shall be made up of all the shares in the Transferee after implementation. The
Transferee’s capital will therefore be reduced prior to the transfer of the demerged assets
and liabilities, with the entire existing share capital being distributed to the shareholder.

3.

The Transferor shall remain in existence after the demerger, with a reduced share
capital.

The Transferee’s share capital shall be increased as part of the demerger.

Assets and liabilities to be transferred to the Transferee

Other of the Transferor’s assets associated with the business activities of NEdB,
including shares in any in-between companies.
If NEdB issues more shares to the Transferor until the demerger is effectuated,
these shares shall also be transferred, against a corresponding reduction in the
cash reserves.

4.
5.

If, before the demerger comes into effect, the Transferor should raise new loans for
the purpose of refinancing, in whole or in part, NEC01, these new loans or any
relevant parts of them shall be transferred to the Transferee. If such refinancing
has not yet been undertaken when the demerger comes into effect, the transfer of
loans shall be carried out together with the transfer of associated loan receipts (less
a deduction for a share of the loan costs) held in escrow account.
75,000,000 warrants with ISIN NO 001 031754.8. A corresponding number of
warrants shall be continued in the Transferor. The current subscription price of NOK
6.10 per share shall in connection with the demerger be distributed between the
warrants in the Transferor and the warrants in the Transferee based on the relative
relationship between the volume-weighted average trade prices for the shares in
the Companies on the first five trading days on the stock exchange for the
respective Companies after the demerger is effective. If Norsk Tillitsmann ASA
decides on any other distribution ratio, the Distribution Ratio shall be adjusted
accordingly without any other adjustment in the Demerger Plan.
Other of the Transferor’s liabilities exclusively associated with the business
activities of NEdB with subsidiaries.

2.

3.

4.

5

An agreement will be entered into between the Transferee and the Transferor under the
terms of which the Transferor shall offer the Transferee necessary administrative

The Transferee shall not acquire any other assets, liabilities or contracts over and above
those listed above to which the Transferor is a party.

Bonds with a face value totalling NOK 286,500,000 associated with the loan
designated ISIN NO 001 027594.4 (“NEC01”) plus accrued interest.

1.

The following liabilities shall be transferred to the Transferee:

Office equipment etc. as indicated in the draft opening balance sheet.

All internal loans where the Transferor is the creditor and NEdB or NEdB's
subsidiaries are the debtor.

3.

6.

A cash holding corresponding to USD 8,000,000. The cash holding shall be adjusted
with respect to revenues and expenses which are to be recognised in the
Transferee’s accounts in accordance with the Demerger Plan, and for any new
internal loans granted to NEdB or its subsidiaries after the date of the opening
balance sheet date.

63,666,894 shares in Norse Energy do Brazil S.A. ("NEdB"), corresponding to 70
percent of all current shares in NEdB.

2.

1.

The following assets shall be transferred to the Transferee:

5.2

The boards of directors are proposing that the demerger be carried out in accordance
with the above-mentioned real value distribution, such that the Transferor’s equity
capital is transferred in line with the following distribution ratio under which 40 per cent
is taken over by the Transferee, while 60 per cent is retained by the Transferor.
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Documents, archives, accounts-related material, etc

The shares entitle the holder to a dividend from the date on which the capital increase is
registered by the Register of Business Enterprises.

7.
8.

“The Demerger Plan drawn up by the Board of Directors of Norse Energy Corp. ASA is hereby
approved.

Proposed resolution relating to the Transferee

6

If the capital reduction to be dealt with as item 5 at the general meeting is approved, the nominal value of each share in connection with the
demerger will be NOK 0.264 and the company's share capital will be NOK 102,558,979.

2

If the capital reduction to be dealt with as item 5 at the general meeting is approved, the share capital will be reduced by NOK 68,372,653 in
connection with the demerger, by reducing the nominal value of each share from NOK 0.44 per share by NOK 0.176 to NOK 0.264.

1

As part of the demerger a capital reduction as well as a capital increase in the Transferee
will be carried out.

Before the merger comes into effect the Transferee will be converted into a public limited
company and will increase its share capital to NOK 1 million.

6.2

“The Company’s share capital totals NOK 205,117,958, divided between 388,480,981
2
shares, each having a face value of NOK 0.528 fully paid up.”

Article 4 of the company’s articles of association shall be changed to read:

The proceeds from the capital reduction, which is being performed in connection with the demerger
of the company, shall be distributed to shareholders in the form of shares in the Transferee.

The share capital shall be reduced by NOK 136,745,305 through a NOK 0.352 reduction in the
1
nominal value of each share, from NOK 0.88 to NOK 0.528 . Other capital withdrawals will reduce
premium funds and other equity in line with accounting continuity principles by a total of NOK
381,677,000.

7.1

Notification of the Demerger Plan to the Register of Business Enterprises

Approval of the demerger

7

Any increased share capital in the Transferor before the demerger is registered will lead to an increased number of shares in the Transferee, while
face value will be adjusted proportionally so that the capital increase in the Transferee will be held constant.

4

New share capital after the resolution mentioned in item 5 of the notice of the general meeting regarding capital reduction will be NOK 68,372,653
and the nominal value per share will be NOK 0.176.

3

The Demerger Plan will be presented to the Companies’ shareholders at Extraordinary
General Meetings which are due to be held on January 25, 2010.

7.3

The Register of Business Enterprises will be notified of the Demerger Plan no later than
one month before it is presented to a general meeting of the Transferor’s shareholders,
cf. Section 13-13 of the Public Limited Companies Act.

7.2

The Demerger Plan and other case documents will be sent to each of the Companies’
shareholders no later than one month before the General Meeting that is due to consider
the plan, cf. Section 13-12 of the Public Limited Companies Act.

LEGAL PERFORMANCE
Notification of shareholders

7.

Article 3 of the articles of association shall be modified to specify the share capital and
number of shares following the capital increase.

The shares are deemed to have been subscribed when the General Meetings of the
Transferor’s shareholders and the company approve the Demerger Plan.

6.

The Board of Directors proposes that the Extraordinary General Meeting of the
Transferor’s shareholders pass the following resolution:

COMPANY-RELATED RESOLUTIONS

Proposed resolution relating to the reduction in the Transferor’s capital
and changes in its articles of association

6.1

6.

The contribution owed by the individual shareholder is deemed to have been settled when
the Demerger comes into effect by the assets, rights and liabilities belonging to the
Transferor being transferred to the company as described in the Demerger Plan.

The shares shall be issued pro rata to shareholders of the Transferor on the date on which
the Demerger can into effect. Existing shareholders’ preference rights are waived.

3.

5.

The company’s share capital shall thereafter be increased to NOK 136,745,305 through the
3
issue of 388,480,981 shares, each having a face value of NOK 0.352 , in connection with the
demerger of Norse Energy Corp. ASA (the Transferor) coming into effect as described in the
4
Demerger Plan dated 18 December 2009 (the "Demerger").

2.

Total share deposit is NOK 518,422,305 (which gives a subscription price per share of NOK
1.334) of which NOK 136,745,305 is share capital and the remaining NOK 381,677,000 is
premium which shall be distributed based on accounting continuity principles.

The company’s share capital shall be reduced by NOK 1,000,000 from NOK 1,000,000 to
NOK 0 in connection with the demerger of Norse Energy Corp. ASA coming into effect, with
the share capital being distributed to Norse Energy Corp. ASA.

1.

By declaring its assent to this Demerger Plan, the General Meeting of the Transferee’s
shareholders passes the following resolution:

The capital increase will be carried out through the issue of consideration shares to the
Transferor’s shareholders. The assets, rights and liabilities which are demerged from the
Transferor will be used as payment for shares in the Transferee.

4.

Documents and archive material follow the business, asset or liability with which the
material is associated. The other company is entitled to retain such material only if the
company is under a statutory obligation to do so.

Accounts-related material, the minutes of board meetings and other company
documentation relating to the Transferor shall be kept by the Transferor. The Transferee
shall, upon request, have access to this material as necessary.

5.4

Pursuant to Section 11-8 of the Taxation Act tax positions which are not associated with
the Transferor’s assets and liabilities will be transferred to that company which continues
the business activities from which the tax positions derive. Tax positions for which it is
not possible to substantiate a probable link to a particular part of the business will be
divided between the Companies at the same ratio as that used to distribute net value.

The demerger is undertaken with tax continuity in accordance with the rules for taxexempt demergers. Thus, the Transferee assumes the tax assets and positions which the
respective assets, rights and liabilities had when they were held by the Transferor.

Tax positions

The capital reduction will take place in connection with the demerger coming into effect.

A draft of the opening balance for the Transferee is presented in Appendix 1.

5.3

The capital reduction will be carried out by setting the value of the share capital to zero,
with the existing share capital being distributed to the shareholder.

services, the rental of premises and systems, etc, after the demerger. Said agreement
may be terminated by the Transferee in whole or in part at 14 days’ notice.
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Registration in the Register of Business Enterprises

Completion of the demerger

THE IMPACT OF THE DEMERGER ON THE WORKFORCE

ASSUMPTIONS FOR THE DEMERGER

PARTICULAR RIGHTS

COSTS

CORRECTIONS AND CHANGES TO THE DEMERGER PLAN

ATTACHMENTS

The last three years’ annual financial statements, annual reports and auditor’s
reports for the Transferor, as well as the audited interim balance sheet as at 30
September 2009.

Draft articles of association for the Companies.

2.

3.

8

Opening balance for the Transferee with auditor’s confirmation.

1.

The following Appendices are attached to the Demerger Plan:

13.

The Board of Directors of the Transferor may make minor changes to and correct obvious
errors in the Demerger Plan, if such is necessary and desirable and causes no damage or
nuisance to the Companies or the shareholders.

12.

All costs associated with the demerger shall be divided equally between the Transferor
and the Transferee.

11.

No particular rights are due in connection with the demerger.

10.

Implementation of the demerger is also conditional upon the Oslo Stock Exchange
accepting that the company retains its listing and that the Transferee’s shares are listed
on the Oslo Stock Exchange after the demerger has been completed.

The implementation of the demerger is conditional upon the EGM of the Transferor’s
shareholders approving the Demerger Plan and the associated reduction of the
Transferor’s capital and the increase of the Transferee’s capital.

9.

The demerger is not expected to lead to any material change in the Transferee’s
organisation or management, and thus is expected to have no impact on the company’s
workforce. The Transferor will, for an interim period after the demerger, undertake the
administration of the Transferee. The Transferee has no employees.

8.

As soon as all the conditions for implementation of the demerger have been met and the
deadline for creditor objections has passed, the Register of Business Enterprises will be
notified that the demerger will come into effect, with the effects pursuant to Sections 1316 and 14-8 of the Public Limited Companies Act, after which the shares in the
Transferee will be registered in the Norwegian Central Securities Depository (VPS).

7.5

As soon as possible after the EGMs have approved the demerger, the Register of
Business Enterprises will be notified of the decision. From the date of that
announcement, the company’s creditors have a period of two months in which to file
their objections to the demerger.

7.4

Upon such approval, a new board of directors will be elected on the Transferee. From this
date onwards all matters related to the activities to be acquired under the Demerger Plan
shall be carried out by the Transferee, if necessary supported by management of the
Transferor, while the board in the Transferee shall supervise such matters.

Expert opinion relating to the demerger and capital contribution in kind.

5.

…………………….

Odd Næss

Kathleen Ruth Arthur

…………………….

Katherine H Støvring

…………………….

Odd Næss

…………………….

…………………….
Bjarte Henry Bruheim

…………………….
Dag Erik Rsmussen

9

The Board of Directors of New Brazil Holding ASA

Kathleen Ruth Arthur

…………………….

…………………….

…………………….

Bjarte Henry Bruheim

Katherine H Søvring

Dage Erik Rasmussen

…………………….

The Board of Directors of Norse Energy Corp. ASA

Oslo, December 18, 2009

***

Report from the Transferor’s Board of Directors relating to the demerger.

4.

Norse Energy Corp. ASA
Strandveien 50
1366 Lysaker
Oslo
Norway
Tel: +47 23 01 10 00
Fax: +47 23 01 10 19
www.norseenergycorp.com

Pareto Securities AS
Dronning Maudsgate 3
P.O.Box 1411 Vika
0115 Oslo
Norway

Tel: +47 22 87 87 00
Fax: +47 22 87 87 10
www.pareto.no
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APPENDIX 9: INFORMATION MEMORANDUM DATED 23 APRIL 2010
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1

RISK FACTORS

In addition to the other information set out in this Information Memorandum, the following risk factors should be
carefully considered when deciding what action to take in relation to the Transaction. Any of the risks described
below could have a material adverse impact on Brazil Holding, financial condition and results of operations and
could therefore have a negative effect on the trading price of the shares in the Company and affect a prospective
investor's investment. The information below does not purport to be exhaustive. Additional risks and uncertainties
not presently known to Brazil Holding or which Brazil Holding currently deems immaterial may also have a
material adverse effect on the Company post Transaction, the Group's business, financial condition and operating
results. The risk factors described in this section relate to the Merged Company. .

1.1

Market risks

1.1.1
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Operational Risks
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1.3

Financial risks
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2

RESPONSIBILITY STATEMENT FROM THE BOARD OF
DIRECTORS OF NEW BRAZIL HOLDING ASA
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3

RESPONSIBILITY STATEMENT FROM THE BOARD OF
DIRECTORS OF NORSE ENERGY CORP. ASA
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4
4.1

THE TRANSACTION
The description of the Transaction – Merger between Brazil Holding and Pan
Holding
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Timing and execution
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The consideration
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Costs of the Transaction
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Tax positions
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Conditions for completing the Transaction
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5

PRESENTATION OF PAN-PETROLEUM HOLDING AS

5.1

Corporate information
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5.2

Incorporation, registered office and registration number
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Legal structure
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Pan-Petroleum Holdings
(Cyprus) Ltd
CYPRUS

100%

Pan-Petroleum Holding
(NETHERLANDS)

100%

Coralshell Ltd
(CYPRUS)

100%

Prevail Energy Congo
(BVI)

Pan-Petroleum
(UK)

AEER Ltd
(UK)

100%
100%

Pan-Petroleum
Nigeria Holdings
(NETHERLANDS)

Pan-Petroleum
Services Holding
(NETHERLANDS)

Pan-Petroleum Gabon
Holdings
(NETHERLANDS)

Prevail Energy
(Congo) MKB
(BVI)

Energy Equity
Resources Oil & Gas
(NIGERIA)

100%

Energy Equity
Resources AJE
(NIGERIA)

100%

100%

PPN Services Ltd
(NIGERIA)

Pan-Petroleum Gabon
BV
(NETHERLANDS)

Pan-Petroleum Gabon
Holdings Branch

100%

Prevail Energy Congo
(CONGO)

Energy Equity
Resources (Cayman
Islands)
(CAYMAN)

100%

Syntroleum Nigeria
(NIGERIA)
Pan-Petroleum
Gryphon Marin

100%

100%

99$%
1%

100%

Energy Equity
Resources Nominees
(CAYMAN)
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Shareholdings, stock options, service contracts with Pan Cyprus and benefits on
termination of employment
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6
6.1

PRESENTATION OF NEW BRAZIL HOLDING ASA AFTER THE
TRANSACTION
Introduction
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6.2

Incorporation, registered office and registration number
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6.3

Legal structure
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Brazil Holding ASA
(Norway)

100%

Norse Energy do Brasil
S.A

99.99%

Pan-Petroleum (Holding)
Cyprus Ltd
CYPRUS
57%

Coplex Petroleo do
Brazil Ltda
43%

100%

Rio das Contas
Produtora de Petroleo
Ltda

Pan-Petroleum Holding
(NETHERLANDS)

100%

Pan-Petroleum
Nigeria Holdings
(NETHERLANDS)

100%

Coralshell Ltd
(CYPRUS)

100%

Pan-Petroleum
Services Holding
(NETHERLANDS)

Pan-Petroleum
(UK)

AEER Ltd
(UK)

100%

Pan-Petroleum Gabon
Holdings
(NETHERLANDS)

Prevail Energy
(Congo) MKB
(BVI)

Energy Equity
Resources Oil & Gas
(NIGERIA)

100%

Energy Equity
Resources AJE
(NIGERIA)

100%

100%

100%

PPN Services Ltd
(NIGERIA)

Prevail Energy Congo
(BVI)

Pan-Petroleum Gabon
BV
(NETHERLANDS)

Pan-Petroleum Gabon
Holdings Branch

100%

Prevail Energy Congo
(CONGO)

Energy Equity
Resources (Cayman
Islands)
(CAYMAN)

100%

Syntroleum Nigeria
(NIGERIA)

Pan-Petroleum Gryphon
Marin

100%

100%

99$%
1%

100%

Energy Equity
Resources Nominees
(CAYMAN)
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6.4

Share capital and historical development of share capital
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6.5

History and development
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6.6

Business overview
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Norse Energy do Brasil and Pan-Petroleum – key asset areas
Creation of a strong E&P independent with South Atlantic focus

Ajapa

Manati

Aje

BS-3 (Santos)
Congo MKB

Santos Exploration

Offices: London, Rio, Oslo
Norse license area
Pan asset area

Dussafu
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Combined Company– balanced portfolio
Diversified company with projects throughout the value chain
Field

Production

Under development

Field Planning

Exploration

Manati

Ajapa

MKB

Aje

BS -3

Dussafu

Santos blocks
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Number of NBH shares outstanding post USD 65m issue and merger with Pan Holding
Accumulated

Test 1

Test 2

10k bopd

15k bopd

20k bopd

30k bopd

40k bopd

Total

0.2 %
0.2 %

0.4 %
0.6 %

0.7 %
1.3 %

0.4 %
1.7 %

0.4 %
2.0 %

0.4 %
2.4 %

0.4 %
2.8 %

2.8 %
2.8 %
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Gross reserves and resources
1P
2P
3P
115.1
157.8
179.3
8.5
10.5
12.8
11.6
28.0
40.7
0.0
8.7
10.5

Reserves (MMBOE)
Manati (Brazil)
Ajapa (Nigeria)
Cavalo Marinho (Brazil)
Estrela do Mar (Brazil)

Net share

Net reserves and resources
1P
2P
3P
11.5
15.8
17.9
3.4
4.2
5.1
5.8
14.0
20.3
0.0
5.7
6.8

10 %
40 %
50 %
65 %

Sum reserves
Resources (MMBOE)
Ajapa SW Terrace (Nigeria)
Aje (Nigeria)
Mengo (Congo)
Kundji (Congo)
Bindi (Congo)
Walt Whitman (Gabon)
Moubenga (Gabon)
Lemba (JDZ)
Cavalo Marinho (Brazil)
Estrela do Mar (Brazil)
Coral (Brazil)
Camarão Norte (Brazil)
Sardinha (Brazil)
Caravela Sul (Brazil)

1C
4.8
232.1
59.0
42.0
28.0
2.7
0.9
24.7
6.3
17.7
5.7
6.1
12.4
0.0

2C
7.0
380.0
170.0
92.0
62.0
4.4
1.3
29.2
41.9
21.4
12.0
7.8
22.9
0.0

3C
9.2
530.0
475.0
182.0
113.0
7.1
1.9
34.0
110.4
49.8
35.3
10.3
32.3
17.7

40 %
12 %
20 %
20 %
20 %
33 %
33 %
10 %
50 %
65 %
35 %
10 %
20 %
50 %

Sum resources
Sum reserves and resources

20.7

39.6

50.2

1C
1.9
28.3
11.8
8.4
5.6
0.9
0.3
2.5
3.2
11.5
2.0
0.6
2.5
0.0

2C
2.8
46.4
34.0
18.4
12.4
1.5
0.4
2.9
21.0
13.9
4.2
0.8
4.6
0.0

3C
3.6
64.7
95.0
36.4
22.6
2.4
0.6
3.4
55.2
32.4
12.4
1.0
6.5
8.8

79.4
100.1

163.2
202.8

345.0
395.2
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The combined New Brazil Holding ASA will have one business segment being exploration, development and
production of oil and gas. With operations in Brazil ( NEC) and Africa (Pan) . Pan has not reached the
production phase and therefore do not have any revenue .
The exploration and production business in Brazil currently sells all the natural gas to one buyer, Petrobras. An
overview of the total sales is provided in the table below.
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Corporate Governance
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6.10 Major shareholders
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6.12 Legal and arbitration proceedings and material contracts
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6.14 CAPITAL RESOURCES
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NEC 01 Bond loan (MNOK)
NEC 01 Bond loan (MUSD @ 5.85 NOK/USD)

2010
43
7

2011
122
21

2012
122
21

2013
0
0

2014
0
0

Total
286
49
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7

HISTORICAL FINANCIAL INFORMATION

7.1

Selected financial information New Brazil Holding ASA
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7.2

Carved out Consolidated Financial Statements
D     &+ !E

2009

2008

2007

NBH ASA
Carved out

NBH ASA
Carved out

NBH ASA
Carved out

Oi l a nd Ga s revenue

34 650

73 551

46 621

Total revenue

34 650

73 551

46 621

Producti on cos ts

-4 002

-25 692

-23 221

Expl ora ti on a nd dry hol e cos ts

-14 160

-22 937

-236

Genera l a nd a dmi ni s tra ti ve expens es

-11 473

-15 918

-7 906

5 015

9 004

15 258

Depreci a ti on

-6 809

-11 237

-24 151

Impa i rment

-13 679

-25 911

-26 159

Total operating expenses

-50 123

-101 695

-81 673

EBIT-Operating income/loss

-15 473

-28 144

-35 052

EBITDA

Interes t revenue

3 249

4 660

2 142

Interes t expens e

-16 425

-16 359

-9 325

24 649

5 828

6 544

283

2 400

-1 294

Net financial items

11 756

-3 471

-1 933

Net profit/(loss) before tax

-3 717

-31 615

-36 985

Income tax

-4 283
-8 000

10 674
-20 941

9 153
-27 832

Forei gn excha nge ga i n/(l os s )
Other fi na nci a l i ncome

Profit /(Loss)after tax
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7.3

Carved out Consolidated Statements of Financial position



2009

2008

2007

NBH ASA
Carved out

NBH ASA
Carved out

NBH ASA
Carved out

126 300

99 759

114 705

22 564

10 105

0

2 099

7 983

13 273

111 300

81 640

110 496

Furni ture a nd fi xtures

2 806

2 276

1 954

Total non current assets

265 069

201 763

240 428

0

290

3 051

14 715

15 996

21 815

Assets
Non-current assets
Li cence a nd expl ora ti on a s s ets
Deferred ta x a s s et
Other non current a s s ets
Fi el d Inves tment a nd equi pment

Current assets
Inventory
Accounts recei va bl e a nd other s hort term a s s ets
Ca s h a nd ca s h equi va l ents

17 105

14 891

10 489

Total current assets

31 820

31 177

35 355

296 889

232 940

275 783

105 015

67 568

91 957

Total assets

Equity and liabilities
Equity
Long term liabilities
Deferred ta x l i a bi l i ty

0

0

14 141

20 928

23 416

22 561

4 518

4 801

8 039

Total long term liabilities

25 446

28 217

44 741

Short term Interes t bea ri ng debt Bra zi l

80 887

78 952

74 727

Accounts pa ya bl e Bra zi l

33 977

10 492

15 130

2 703

2 198

3 117

274
48 588

276
45 238

191
45 920

Total current liabilities

166 428

137 156

139 085

Total liabilities

191 874

165 372

183 826

Total equity and liabilities

296 889

232 940

275 783

Other l ong term debt Bra zi l
Al l oca ted 40 % of NEC J wa rra nt l i a bi l i ty

Al l oca ted a ccrued i nteres t NEC01
Al l oca ted a ccrued expens es
Al l oca ted NEC01 bond l oa n
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7.4

Carved out Equity development

At December 31, 2007

91 957

Net profi t/(l os s ) for the yea r

-20 941

CTA Bra zi l

-6 059

Group contri buti ons a nd fundi ng

2 610

At December 31, 2008

67 567

Net profi t/(l os s ) for the yea r

-8 000

CTA Bra zi l

20 620

Group contri buti ons a nd fundi ng

24 828

At December 31, 2009

7.5

105 015 

Carved out Condensed Consolidated Statement of Cash Flows New Brazil Holding
ASA

Consolidated Statement of Cash flows
Net ca s h fl ows from opera ti ng a cti vi ti es
Net ca s h fl ows from i nves ti ng a cti vi ti es
Net ca s h fl ows from fi na nci ng a cti vi ti es

2009

2008

15 411

144

-16 107

-18 285

-1 683

24 347

Effects of forei gn currency a nd tra ns l a ti on of
forei gn operati ons on cas h bal ances

4 593

-1 804

Cha nge i n ca s h a nd ca s h equi va l ents duri ng the peri od

2 214

4 402

Ca s h a nd ca s h equi va l ents a t the begi nni ng of the peri od

14 891

10 489

Cas h and cas h equi val ents and the end of the peri od

17 105

14 891 

7.6

Financial information Pan Cyprus
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7.7

Consolidated statement of changes in equity
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7.8

Consolidated Statement of Cash Flows Pan
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81

UNAUDITED PRO FORMA FINANCIAL INFORMATION FOR
BRAZIL HOLDING FOLLOWING DE-MERGED FROM NORSE
ENERGY AND MERGER WITH PAN HOLDING
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Total operating revenues
'   <  
Z   
    
      {    
/      
}    
Total operating expenses

'-""#
73 551

!
0

0

0

'-""#
73 551

\*"$*
\**-'
\#"#
\##*-'
\*"##
-101 695

-8 267

-4 000

0

\*"$*
\*$-'
\*#"
\##*-'
\*"##
-113 962

-28 144

-8 267

-4 000

0

-40 411

}      
}      
`   \ 
~    

Net financial items

$$!
\#$-"
"*
*!!
-3 471

***
\#-

137

Profit / - loss before taxes

-31 615

-8 130

} 

\#!$'

*""

-20 941

-8 385

Operating profit

\!!! 
\*$'

,/ '  + Q%

    

Profit (-loss) for the year

!
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1

\#

7
0

\#!!!
-2 899

*
\#-#
"''
#!!
-6 232

-4 000

-2 899

-46 643
\#!#

-4 000

-2 899

-36 224
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Total operating revenue

63 97;
34 650

0

0

0

63 97;
34 650

~     
%"  " 
<    ! " 
*        = <  
      "  
   
Total operating expenses

.3 ;;4
.13 19;
.11 3:6
.9 8;5
.16 9:5
-50 123

.43 385
-34 163

-6 177

0

.3 ;;4
.4; 66:
.41 13:
.9 8;5
.68 198
-90 463

Operating profit

-15 473

-34 163

-6 177

0

-55 813

.5 9:3

.9 1:: /

}/`}/}`~+/|ªZ@@
<       "A      
   " 
   <  
 "   R. 
' !   "  
Net financial items
Profit / - loss before taxes
"

< < 

Profit (-loss) for the year

.4 8:6
9:
.44
3::

6 435
.19 347
43 935
486
11 756

-2 351

-3 717

-36 514

3 486

:45

-8 000

-37 243

#

A 486

#

.1 944

"
0

.1 ;;;
-2 622

.4 8:6
6 619
.18 ;98
47 149
.:1:
6 784

-6 177

-2 622

-49 029
7 ;14

-6 177

-2 622

-54 041
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Total intangible assets

148 864

#!'-! 4
4
140 730

%      =    
  {       
     
Total properties and field investments

###-!!
*!$
114 106

' !   "   
~      
Total other non current assets
Total non current assets

*!
2 099
265 069

   
/  
{        
`   {  
Total current assets
'/ 

**"$
#*$-!!

#'#"
#'#!"
31 820
296 889
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-##!!
*!
59 909

**"$
*#-!
*!
349 503

-'-
373

0

###-!!
-#'
114 479

0
141 103

0
59 909

*!
2 099
466 081

"--*$
53 326

#$
!'
103 303

113 235

569 384

##
#-'$ 4R3
18 157
159 260
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Total equity

#!"!#"


/   #  

~      
    
|       
Total term liabilities

105 015

4R7
#"" 4R6
3
154 845

*!*
"#
25 446

-'
37

\#!!!
\#!"
$#!!!
49 155

#!!#"
#!!!
$#!!!
309 015

1
4

#*
$!!

4

-!"
79 053

#*
*'*
"#
-!#
104 536

1

\#*

   #  

\        
@        
/   
; 
Total current liabilities

166 428

-'" 4R7
!-
4 378

Total liabilities

191 874

'/ S&) + //

296 889

"
*'$
!'
--''

-
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-14 973

'*
*'$
!'
$-''
!-
155 832

4 415

64 080

260 369

159 260

113 235

569 384
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ADDITIONAL INFORMATION

9.1

Third party information
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10 DEFINITIONS
The following glossary applies in this Information Memorandum unless dictated otherwise by the context, including
the foregoing pages of this Information Memorandum.

10.1 Definitions
/Z;
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A 497

A 498

A 499

A 500

A 501

A 502

A 503

A 504

A 505

A 506

A 507

A 508

A 509

A 510

A 511

A 512

A 513

A 514

A 515

A 516

A 517

A 518

A 519

A 520

A 521

A 522

A 523

A 524

A 525

A 526

A 527

A 528

A 529

A 530

A 531

A 532

A 533

A 534

A 535

A 536

A 537

A 538

A 539

A 540

A 541

A 542

A 543

A 544

A 545

A 546

A 547

A 548

A 549

A 550

A 551

A 552

A 553

A 554

A 555

A 556

A 557

A 558

A 559

A 560

A 561

A 562

A 563

A 564

A 565

A 566

A 567

A 568

A 569

A 570

A 571

A 572

A 573

A 574

A 575

A 576

A 577

A 578

A 579

A 580

A 581

A 582

A 583

A 584

A 585

A 586

A 587

A 588

A 589

A 590

A 591

A 592

A 593

A 594

Historical Financial Information with compilation details


1

HISTORICAL FINANCIAL INFORMATION

1.1

Selected financial information New Brazil Holding ASA


;  
           ? /@/      
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               /  `/@/^
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   {      
   ^/             
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 ^

1.1.1

Carved out Consolidated Financial Statements
D      &+ ! E

2009

2008

2007

NBH ASA
Carved out

NBH ASA
Carved out

NBH ASA
Carved out

Oi l a nd Ga s revenue

34 650

73 551

46 621

Total revenue

34 650

73 551

46 621

Producti on cos ts

-4 002

-25 692

-23 221

Expl ora ti on a nd dry hol e cos ts

-14 160

-22 937

-236

Genera l a nd a dmi ni s tra ti ve expens es

-11 473

-15 918

-7 906

5 015

9 004

15 258

Depreci a ti on

-6 809

-11 237

-24 151

Impa i rment

-13 679

-25 911

-26 159

Total operating expenses

-50 123

-101 695

-81 673

EBIT-Operating income/loss

-15 473

-28 144

-35 052

EBITDA

Interes t revenue

3 249

4 660

2 142

Interes t expens e

-16 425

-16 359

-9 325

24 649

5 828

6 544

283

2 400

-1 294

Net financial items

11 756

-3 471

-1 933

Net profit/(loss) before tax

-3 717

-31 615

-36 985

Income tax

-4 283
-8 000

10 674
-20 941

9 153
-27 832

Forei gn excha nge ga i n/(l os s )
Other fi na nci a l i ncome

Profit /(Loss)after tax
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Historical Financial Information with compilation details

1.1.2

Carved out Consolidated Statements of Financial position
2009

2008

2007

NBH ASA
Carved out

NBH ASA
Carved out

NBH ASA
Carved out

126 300

99 759

114 705

22 564

10 105

0

2 099

7 983

13 273

111 300

81 640

110 496

Assets
Non-current assets
Li cence a nd expl ora ti on a s s ets
Deferred ta x a s s et
Other non current a s s ets
Fi el d Inves tment a nd equi pment
Furni ture a nd fi xtures

2 806

2 276

1 954

Total non current assets

265 069

201 763

240 428

Current assets

0

290

3 051

Accounts recei va bl e a nd other s hort term a s s ets

14 715

15 996

21 815

Ca s h a nd ca s h equi va l ents

17 105

14 891

10 489

Total current assets

31 820

31 177

35 355

296 889

232 940

275 783

105 015

67 568

91 957

0

0

14 141

20 928

23 416

22 561

4 518

4 801

8 039

Total long term liabilities

25 446

28 217

44 741

Short term Interes t bea ri ng debt Bra zi l

80 887

78 952

74 727

Accounts pa ya bl e Bra zi l

33 977

10 492

15 130

2 703

2 198

3 117

274
48 588

276
45 238

191
45 920

Total current liabilities

166 428

137 156

139 085

Total liabilities

191 874

165 372

183 826

Total equity and liabilities

296 889

232 940

275 783

Inventory

Total assets

Equity and liabilities
Equity
Long term liabilities
Deferred ta x l i a bi l i ty
Other l ong term debt Bra zi l
Al l oca ted 40 % of NEC J wa rra nt l i a bi l i ty

Al l oca ted a ccrued i nteres t NEC01
Al l oca ted a ccrued expens es
Al l oca ted NEC01 bond l oa n
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Historical Financial Information with compilation details




1.1.3

Carve out specifications for 2009


Historical unadjusted

Brazil E&P (NEC Q4 2009
operating segments)

Corporate

Revenues - externa l

34 650

Total revenue

34 650

Producti on cos ts
Expl ora tion a nd dry hol e cos ts
Genera l a nd a dmi ni s tra ti ve expens es

Notes

New Brazil
Holding
ASA
Eliminations Notes demerged
34 650

-

-

34 650

-4 002

-4 002

-14 160

-14 160

-7 295

-4 178

EBITDA

9 193

-4 178

Interes t revenue

3 249

Interes t expens e

-17 051

-4 970

32 837

-8 188

-

283

2)

283

Depreci a ti on

-6 779

-30

1)

-6 809

Impa i rment

-13 679

-13 679

Income tax

-4 283

-4 283

Forei gn excha nge ga i n/(l os s )
Other fi na nci a l i ncome

1)

-11 473
5 015
3 249

2)

5 596 4)

-16 425
24 649

Profit after tax

3 487

-17 083

Total Assets

292 889

61 946

3)

-57 946 4)

296 889

Total liabilitites

193 738

56 082

3)

-57 946 4)

191 874
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Historical Financial Information with compilation details

Notes:
1) From 2009 cons ol i da ti on- i ncl uded i n Q4 s egment note corpora te col umn:
Norwa y
DD&A

30

Sa l a ri es a nd benefi ts

1 701

Genera l a nd a dmi ni s tra ti ve

2 477

SGA

4 178

2 ) Fi na nci a l expens e
Interes t expens e NEC 01

4 970

40 % of NEC J Wa rra nt cos ts

-283

3) As s et/l i a bi l i ti es from NEC ASA a ccordi ng to demerger pl a n
Ca s h

4 000

Intercompa ny recei va bl e Bra zi l

57 946
61 946

NEC 01 bond l oa n Ref Annua l report 2009 note 15

48 588

NEC J Wa rra nt a l l oca ti on ( 40 % of 11 295)

4 518

Accrued i nteres t NEC01

2 703

40 % Accrued expens es

274
56 082

4) el i mi na ti on of i nterna l l oa ns a nd i nteres t
IC recei va bl e

57 946

IC i nteres t

5 596 


!     !       ! 
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Historical Financial Information with compilation details

Specification of total assets:
Li cence a nd expl ora tion a s s ets (note 8)

126 300

Deferred tax a s s et (note 6)

22 564

Other non current a s s ets

2 099

Fi el d Inves tment a nd equi pment (note 8)

111 300

Furni ture a nd fi xtures

2 806

Total non current assets

265 069

Inventory (note 12)

0

Accounts recei va bl e a nd other s hort term a s s ets

14 715

Ca s h a nd ca s h equi va l ents

13 105

Total current assets

27 820

Total Brazil Segment Assets

292 889

Al l oca ted ca s h a ccordi ng to demerger

4 000

New Bra s i l Hol di ng demerged

296 889

Specification of total liablities:
Interes t bea ri ng debt Bra zi l (note 15)

80 887

Accounts pa ya bl e Bra zi l

33 977

Other l ong term debt Bra zi l

20 928

IC debt to Norwa y

57 946

Total Brazil segment liabilities 2009

193 738

El i mi na ted IC debt

-57 946

Al l oca ted Accrued i nteres t NEC01

2 703

Al l oca ted 40 % Accrued expens es

274

Al l oca ted 40 % of NEC J Wa rra nt (from NEC ASA)

4 518

Al l oca ted Nec 01 bond l oa n (from NEC ASA)

48 588

New Bra s i l Hol di ng demerged

191 874
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1.1.4

Carve out specifications for 2008


2008
Historical unadjusted
Brazil E&P (NEC 2008
AR note 4)

Corporate

Revenues - externa l

73 551

Total revenue

73 551

Producti on cos ts

-25 692

Expl ora tion a nd dry hol e cos ts

-19 092

New Brazil
Holding ASA
Notes Eliminations Notes demerged
73 551

-

73 551

-3 845

-22 937

-25 692

Genera l a nd a dmi ni s tra ti ve expens es

-9 001

-6 917

EBITDA

19 766

-10 762

Interes t revenue

4 162

498

1)

-15 918
0

9 004
4 660

Interes t expens e

-15 804

-4 693

Forei gn excha nge ga i n/(l os s )

-16 460

22 288

5 828

-

2 400

2 400

Depreci a ti on

-11 213

-24

Impa i rment

-25 911

-25 911

Income tax

10 674

10 674

Other fi na nci a l i ncome

2)

4 138 4)

1)

-16 359

-11 237

Profit after tax

-34 786

9 707

Total Assets

228 940

106 552

Total liabilitites

215 412

52 512
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4 138

-20 941

3)

-102 552 5)

232 940

3)

-102 552

165 372



Historical Financial Information with compilation details

Notes:
1) GA expens e Corpora te from 2008 cons ol i da tion- (i ncl uded i n s egment note corpora te col umn):
Norwa y
DD&A

-24

Sa l a ri es a nd benefi ts

-2 085

Genera l a nd a dmi ni s tra ti ve

-4 832

GA

-6 917

2 ) Fi na nci a l expens e
Interes t expens e Nec 01

-4 693

40 % of NEC J Wa rra nt cos ts

-3 238

3) As s ets /l i a bi l i ti es from NEC ASA a ccordi ng to demerger pl a n
Ca s h

4 000

Intercompa ny recei va bl es NEC ASA- NEC Bra s i l

102 552
106 552

NEC 01 bond l oa n Ref Annua l report 2008 note 15

45 238

NEC J Wa rra nts (40% of 12 002)

4 801

Accrued i nteres t NEC01

2 198

40% of a ccrued expens es

276
52 512

4) el i mi na ti on of i nterna l l oa ns a nd i nteres t
IC recei va bl e

102 552

IC i nteres t

4 138
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Historical Financial Information with compilation details

Specification of total assets:
Li cence a nd expl ora ti on a s s ets (note 8)

99 759

Deferred ta x a s s et (note 6)

10 105

Other non current a s s ets

7 983

Fi el d Inves tment a nd equi pment (note 8)

81 640

Furni ture a nd fi xtures

2 276

Total non current assets

201 763

Inventory (note 12)

290

Accounts recei va bl e a nd other s hort term a s s ets

15 996

Ca s h a nd ca s h equi va l ents

10 891

Total current assets

27 177

Total Brazil Segment assets

228 940

Al l oca ted ca s h a ccordi ng to demerger

4 000

New Bra s i l Hol di ng demerged

232 940

Specification of total liablities:
Interes t bea ri ng debt Bra s i l (note 15)

78 952

Accounts pa ya bl e Bra s i l

10 492

IC debt to Norwa y

102 552

Total segment liabilities 2008

215 412

El i mi na ted IC debt

-102 552

Accrued i nteres t NEC01

2 198

40% of a ccrued expens es

276

Al l oca ted 40 % of NEC J Wa rra nt (from NEC ASA)

4 801

Al l oca ted Nec 01 bond l oa n

45 238

New Bra s i l Hol di ng demerged

165 372 
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Historical Financial Information with compilation details

1.1.5

Carve out specifications for 2007

(Amounts in USD 1 000)

Brazil E&P
(NEC 2008
AR note 4)

Corporate

Notes

Eliminations

Notes

New Brazil
Holding
ASA
-

Revenues - external

46 621

46 621

Total revenue

46 621

46 621

Producti on cos ts

-23 221

-23 221

Expl ora tion a nd dry hol e cos ts

-236

-236

Genera l a nd a dmi ni s tra tive expens es

-5 135

-2 771

EBITDA

18 029

-2 771

1)

-7 906
-

Interest revenue

2 142

Interest expense

-6 326

Foreign exchange gain/(loss)

6 544

Other financial income
Depreciation

-24 138

Impairment

-26 159

Share of profit of an associate and/or joint ventures
Income tax

15 258

2 142
-5 877

2)

2 878 4)

-9 325
6 544

-1 294

5)

-1 294

-13

1)

-24 151
-26 159

-

-

9 153

9 153
-

Profit after tax from continuing operations

-20 755

-9 955

Total Assets

271 783

84 491

3)

-80 491 4)

275 783

Total Liabilitites

207 050

57 267

3)

-80 491 4)

183 826
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Historical Financial Information with compilation details

Notes:
1) From 2007 cons ol i da ti on- i ncl uded i n s egment note corpora te col umn:
Norwa y
DD&A

-13

Sa l a ri es a nd benefi ts

-1 195

Genera l a nd a dmi ni s tra ti ve

-1 576

SGA

-2 771

2 )Interes t expens e Nec 01

5 877

Incl uded i n corpora te col umn i n s egment note (4)
3) As s ets /Li a bi l i ti es from NEC ASA a ccordi ng to demerger pl a n
Ca s h

4 000

Intercompa ny recei va bl es NEC ASA- NEC Bra s i l

80 491
84 491

Nec 01 Uns ecured bond l oa n (MNOK 300)

54 689

Currency s wa p (fa i r va l ue through P&L)

-8 769

NECJ Wa rra nt a l l oca ti on(40 % of 20 098)

8 039

Accrued i nteres t NEC 01

3 117

40% of a ccrued expens es

191
57 267

4) el i mi na ti on of i nterna l l oa ns a nd i nteres t
IC recei va bl e

80 491

IC i nteres t

2 878

5) NEC J Wa rra nt 40 % a l l oca ted to Bra zi l (3 235* 40%)

-1 294 
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Historical Financial Information with compilation details

Specification of total assets:
(reference to 2007 fi gures i n 2008 notes )
Li cence a nd expl ora tion a s s ets (note 8)

114 705

Deferred ta x a s s et (note 6)

0

Other non current a s s ets

13 273

Fi el d Inves tment a nd equi pment (note 8)

110 496

Furni ture a nd fi xtures

1 954

Total non current assets

240 428

Inventory (note 12)

3 051

Accounts recei va bl e a nd other s hort term a s s ets

21 815

Ca s h a nd ca s h equi va l ents

6 489

Total current assets

31 355

Total Brazil Segment Assets

271 783

Allocated cash according to demerger

4 000

New Brazil Holding ASA demerged

275 783

Specification of total liablities:
Interes t bea ri ng debt Bra s i l (note 15 2008, note 17 2007)

74 727

Accounts pa ya bl e Bra s i l

15 130

Deferred ta x l i a bi l i ty (note 6)

14 141

Other l ong term debt Bra s i l

22 561

IC debt to Norwa y

80 491

Total segment liabilities 2008

207 050

El i mi na ted IC debt

-80 491

Accrued i nteres t NEC01

3 117

40% of a ccrued expens es

191

Al l oca ted 40 % of NEC J Wa rra nt (from NEC ASA)

8 039

Al l oca ted Nec 01 bond l oa n

45 920

New Bra s i l Hol di ng Hi s tori ca l

183 826 
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Disclaimer
The 2009 Reserve Report for Norse Energy Corp. ASA should be reviewed with the following conditions in
mind:
x

There are numerous uncertainties inherent in estimating hydrocarbon reserves and resources, projecting
future production volumes, costs and cash flows:
o

Reservoir assessments in general must be recognized as subjective processes of estimating
hydrocarbon volumes that can not be measured in an exact way

o

Assessments made by others may vary materially

o

The accuracy of any assessment is a function of the quality of available data and of engineering
and geological interpretation

o

Results of future drilling, testing, production and new technology applications may justify
revisions that could be material

o

Reserve and resource estimates are often different from the quantities of hydrocarbons that are
ultimately recovered as are actual timing and costs related to the recovered volumes compared
to the assumptions.

x

The reported results reflect independent third party reviews of available technical and economic data
sets and assumptions available by the end of 2009.

x

Interpretations and assumptions made may change over time which again may affect the reported
results.

x

The company uses third party certifications as a supplement to its decision process. Other inputs include
in-house evaluations and joint-venture partners’ opinions

Oslo, May 21, 2010

Øivind Risberg
Chief Executive Officer

-3A 670

Introduction
The company has adopted a policy of regional Reserve Reporting using external third party companies to
audit its work and certify reserves and resources according to the guidelines established by the Oslo Stock
Exchange (OSE). Reserve and Contingent Resource estimates comply with the definitions set by the
Petroleum Resources Management System (PRMS-2007) sponsored by Society of Petroleum
Engineers/World Petroleum Council/ American Association of Petroleum Geologists/ Society of Petroleum
Evaluation Engineers (SPE/WPC/AAPG/SPEE) as issued in March 2007.
Each region (division) has a long-standing relation with its certification agents; Gaffney, Cline & Associates
(GCA) in Brazil and Schlumberger Technology Corporation in the USA.

Reporting Assumptions and Definitions
Pricing US division
For purposes of reserve report generation, the company uses year end pricing forecasts as of the last trading
day of the calendar year (New York Mercantile Exchange “NYMEX”) coupled with contractual hedges the
company has in place as risk mitigation measures. When calculating reserves, the company methodology
includes the use of hedged gas pricing for all applicable gas volumes. This is consistent with SEC
requirements in place in the US. For any additional scheduled production volumes exceeding contracted
(hedged) volumes, the company uses an annually weighted NYMEX strip price for the five trailing years
based on the last trading day on the exchange for the prior year. For the current report, the last trading day
for the NYMEX was December 31, 2009. In addition, an Appalachian pricing adjustment of USD +0.17
MMBtu is applied to the spot pricing settled averages to adjust the report for local market conditions (which
historically trades positive to the market). This again is consistent with SEC requirements for reserve
reporting in the United States. As Appalachian reserves are long lived, acceptable reserve reports include 40
year default well life absent any economic considerations which require reserve calculation termination prior
to that time. Consequently, for time periods exceeding the 5 year strip price coverage, that last price is used
as the base price for any remaining economic calculations required by the reserve report.
The 5 year average strip prices (USD/MMBtu) used in the current report are as follows, when adjusted for
Appalachian market premium:

2010
6.30

2011
6.67

2012
6.77

2013
6.93

2014
7.04

Norse Energy’s hedge position in US Division
Contract

Time Frame

Total Contract Volume
(MMBtu)

Contract Price (USD/MMBtu)

Contract #1

Through 12/2010

30 000/Month

Varies from USD 6.954 – $8.479

Contract #2

7/2009 – 12/2010

20 000/Month

USD 8.850

Contract #3

Through 12/2010

10 000/Month

USD 8.000

Contract #4

Through 12/2012

Varies 20 000 to
70 000/Month

USD 5.720

Methodology US
The company uses the Appalachian Basin wide standard of time rate curve analysis for reserve
quantification. The long productive life for most Appalachian assets demonstrates that the convention is a
prudent and accurate method and is acceptable for the SPE standard method of reporting. Depletion is
more frequently defined as reaching the economic “break-even” hurdle as permeability and reservoir quality
issues require that appreciable gas volumes remain un-recovered absent improvements in economic
efficiency and technology. Most properties, therefore, reach economic limits prior to true depletion.
Well performance is modeled on a well history basis for all developed assets. A best fit time-rate curve is
extrapolated based on historical performance to give the best overall expected view of future performance
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characteristics for individual properties. Currently, the company manages 100 properties in this category.
Appropriate working interest and net revenue interest positions are built into each well forecast.
Subsequently, operating expenses, gathering and shrinkage expenses, and capital requirements are netted
against the performance forecast until either reaching the well economic limit or reaching the 40 year
forecast terminus – whichever comes first.
For as yet undeveloped assets where sufficient production histories from nearby properties exist, type curves
generated based on localized averaging of those producing properties is used as the basis for gross
production. For formations with limited production history, testing and reservoir modeling are used as
additional support for type curve development. The same expense dynamics noted earlier, which are based
on company accounting documentation of operating expenses and capital requirements, form the basis for
assigning reserves on an individual prospect basis.
The undeveloped position of the company involves assets in all categories accepted by SPE definition which
can be qualified as Proven (P1), Probable (P2), and Possible (P3). These traditional deterministic reserve
calculations are geologically defined based on assessed drilling risk following conventions accepted in
Appalachian reserve analysis and followed by the company’s US reserve analysts. Substantially, distance
from producing properties is the fail-safe determination for establishing the thresholds between proven,
probable and possible reserves unless there exists strong geologic or geophysical support of structure and
stratigraphy which model historically producible features. Indeed, the large volume of well log and
interpretive drilling data complements thorough understanding of the producing horizons – especially when
considering the extensive drilling density in the area of the company’s operations. Once base maps are
prepared outlining locations, they are reviewed by the reserve analysts (Schlumberger DCS) and qualified as
to proper reserve categorization. PUD (proven) locations are typically 1 location offsets of producing wells,
Probable locations are 2 location offsets of producing wells or 1 location offsets of PUD locations. It follows
then that Possible locations are 3 location distant offsets of producing wells. In addition, Possible locations
can also be quantified based on the geologic evidences noted above absent drilling operations located in the
immediate areas of the prospects.
In addition, due to extensive seismic data acquisition (both 2D and 3D) and evaluation and completion of
alternative target horizons in existing wells, a significant quantity of potential development targets classified
as 2C (best case) Contingent Resources has been identified by company technical staff. These resources
form an appreciable exploration position on leasehold acreage which is scheduled for initial development
beginning in 2010. Quantification of the Contingent Resource potential is consistent with the same
deterministic reserve calculation methodology used to identify P1, P2, and P3 reserves. These contingent
resources are structurally identified but are located too distant from established production targets to
sufficiently mitigate drilling and economic risks which would allow their inclusion in higher reserve categories.

Pricing assumptions Brazil
Oil prices used to test commerciality has been provided by Norse, based on year end WTI NYMEX forward
projections until 2014 - 2% yearly escalation assumed after 2015.

o

o

The Manati gas prices used to test commerciality are determined according to the clauses of the long
term gas sales contract expressed in the local currency ($Reais), adjusted yearly according to the
Brazilian price index.

Manati Average gas sales price for 2009: USD 7.19 US$/MMBtu (before royalty and taxes)
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Methodology Brazil
All assets covered by this report have extensive 3D seismic surveys that have been used to generate
relevant geological models. These geological models in conjunction with available well and production data
were used in reservoir simulation models for volume estimations according to accepted industry
methodology. Resulting sub-surface conclusions and recommendations together with documented
development concepts as provided by the Operator has been documented in relevant Plans of Development.
(POD’s) submitted to the authorities. The same work has formed the basis for the Reserve certification
performed by GCA.

For the southern Santos assets (referred to as the BS3 area), the Company has since 2008 drawn upon the
services of the Norwegian based E&P consultancy AGR. This provides independent, alternative asset
evaluations supplementing the Operator’s work.
Commerciality has been demonstrated for an integrated development solution involving four BS3
accumulations, including the three Norse assets (Cavalo Marinho, Coral and Estrela do Mar) and the 100%
Petrobras field Caravela.
GCA did review this work in conjunction with the 2008 Reserve report and has certified volumes as
Contingent Resources reflecting that this concept has not reached investment decision or filing of a Plan of
Development (POD).
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Consolidated Reserves and Contingent Resources
Norse Energy’s 2009 reserve reports are summarized in the table below:

Norse segment

1P reserves
(MMBOE)

2P reserves
(MMBOE)

3P reserves
(MMBOE)

USA

5.8

7.2

7.9

Northern Appalachia

5.8

7.2

7.9

Brazil

17.2

35.7

45.1

Estrela do Mar

-

5.7

6.80

Cavalo Marinho

5.7

14.2

20.3

Manati

11.5

15.8

17.9

Norse Totals

23.0

42.9

53.0

Certified 2P reserves at year end 2009 were 42.9 MMBOE which was 2% below year-end 2008. The
company 1P reserves of 23.0 MMBOE reflect a 1% increase compared to last year, reflecting the US drilling
program allowing increased 1P booking.

During 2009, the company had the following reserves development:

GROUP
(MMBOE)

Reserves Development
Balance (previous ASR) as of December 31, 2008

43.8

Production 2009

-1.6

Acquisitions/disposals since previous ASR

0.0

Extensions and discoveries since previous ASR

0.0

New developments since previous ASR

1.2

Revisions of previous estimates

-0.5

Balance (current ASR) as December 31, 2009

42.9

Notes:
o Figures are consolidated on a corporate level;
o Reserve and resources estimates comply with the new definitions set by the 2007 SPE Petroleum
Resources Management System (PRMS-2007).

The most significant changes compared to last year’s report are attributable to:

Brazil
x
x
x

For Cavalo Marinho and Estrela do Mar no further sub-surface work has been made available from
the Operator. An update of the cost estimates relative to the submitted PODs has been made
available to GCA.
For the BS3 fields, activities during 2009 has focused on preparing the framework for an area
integrated development concept involving Cavalo Marinho, Caravela, Coral and Estrela do Mar
For Manati the Operator has provided revised sub-surface models following rework of the seismic
and the geological model considering the production history and well performance. This work
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resulted in minor increase in recoverable volumes that has been reviewed by GCA, resulting in
remaining reserves basically in line with 2008 volumes. 2009 production from Manati was: 1.183
MMBOE.

USA
x

The Company’s most successful horizontal Herkimer well was put into production in January. It
produced over 0.6 Bcf of gas by the end of 2009.

x

The addition of a significant number PUD wells to the inventory due to strategic drilling activity, infill
leasing and improvements in tracking well inventory.

x

With the focus on existing Herkimer formation and the potential of the shale formations under current
lease position, much of the reserves from other zones such as the Oneida and Vernon Shale
remained in the contingent category. As those other formations become desirable in the future, much
of the resources can be moved back into the 3P category.

x

The increase in contingent shale resources was due to several factors.
o

Reinterpretation of shale logs and isotherms with additional information obtained during
2009.

o

More detailed analysis of depth vs. GIP for both Marcellus & Utica shale formations.

o

Layout of pad drilling program using horizontal well design applied in other shale basins.
This activity resulted in a decrease in well count and an increase in recovery factor. In 2008
a vertical well was assumed to have 15% recovery factor and in 2009 the recovery factor for
a horizontal well was assumed to be 30%. The recovery factors are based on published
results from analogous shale plays.

x

The company drilled four successful exploration wells in the deeper formation Theresa
(15% interest), all these were connected in Q1 2010.

x

Layout of additional Theresa wells yielded a small increase in contingent resources.

x

A slight change in the expectation of the Herkimer gas recovery caused a downward revision of 3P
reserves.

These reserves and resources are based on the following assumptions:
 All US numbers from Schlumberger are net to the company’s interest after royalties;
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2009 2PReserve development (MMBOE)

2009 2PReservesby field (MMBOE)

50
1,2

45
40

0,5

1,6

35

6,7

5,7

0,5

30
25
43,8

20

15,8

14,2

42,9

15
10
5
0
End 2008

Production

New
developments

Revisions

Manati
Estrela do Mar
Other US

End 2009

Cavalo Marinho
Herkimer US

Annual Statement of Reserves
Developed Assets
As of Dec.
31, 2009
Norse
Energy

1P/P90
Liquids
MMbbl

Central New
York

2P/P50

Gas
Bcm

Total
MMBOE

Interest%

Net
MMBOE

0,4

2,8

66.36%

1,9

Liquids
MMbbl

Gas
Bcm

Total
MMBOE

Interest%

Net
MMBOE

0,4

2,8

66.36%

1,9

Manati field

1,9

18,0

115,1

10.00%

11,5

2,6

24,7

157,9

10.00%

15,8

Total

1,9

18,4

117,9

-

13,4

2,6

25,1

160,7

-

17,7

Under Development Assets
As of Dec.
31, 2009
Norse
Energy

1P/P90
Liquids
MMbbl

Central New
York
Total

Gas
Bcm

2P/P50

Total
MMBOE

Interest%

Net
MMBOE

0,8

39.63%

0,3

Liquids
MMbbl

Gas
Bcm

Total
MMBOE

Interest%

Net
MMBOE

0,1

0,8

39.63%

0,3

0,1

0,8

0,
1
0,0

0,1

0,8

0,3

0,0

0,3

Non-Development Assets
As of Dec.
31, 2009
Norse
Energy

1P/P90
Liquids
MMbbl

2P/P50

Gas
Bcm

Total
MMBOE

Interest%

Net
MMBOE

0,7

4,2

86.62%

3,6

Liquids
MMbbl

Gas
Bcm

Total
MMBOE

Interest%

Net
MMBOE

1,0

5,8

86.62%

5,0

Central New
York
Estrela do
Mar

0,0

0,0

0,0

65.00%

0,0

8,7

0,0

8,7

65.00%

5,7

Cavalo
Marinho

8,8

0,4

11,3

50.00%

5,7

20,8

1,2

28,3

50.00%

14,2

Total

8,8

1,1

15,5

-

9,3

29,5

2,2

42,8

-

24,9

Total
assets

10,7

19,6

134,2

-

23,0

32,1

27,4

204,3

-

42,9

According to the SPE definitions, categorization of volumes as reserves are only permitted when approved
development plans demonstrating acceptable economics are available.
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Best estimate (2C) Contingent Resources for the Company show an increase of 93% from 377 MMBOE) to
728 MMBOE) at the end of 2009. For the US, contingent resources more than doubled from 346 MMBOE
(1.94 Tcfe) to 697 MMBOE (3.92 Tcfe) at the end of 2009. The increase is mainly attributed to continued
geologic and engineering evaluation of the Utica and Marcellus shales. In 2009, the Company invested time
and resources to gather additional geologic information on the shale formations as well as laying out drilling
plans for horizontal well pads. Using horizontal wellbore layout and assuming the application of modern
completion techniques, per well recovery factors were increased from 15% to 30% in the Utica and Marcellus
shales.
Schlumberger estimates recoverable contingent resources (2C) from the Utica shale formation of 2.55 Tcf
(454 MMBOE), up 148% from last year’s estimate of 1.03 Tcf (183 MMBOE). Recoverable contingent
resources (2C) from the Marcellus shale were estimated to be 1.18 Tcf (211 MMBOE), up 61% from the
2008 estimate of 0.74 Tcf (131 MMBOE). Contingent resources from the Herkimer formation declined
slightly, from 147 Bcf (26.2 MMBOE) to 142 Bcf (25.3 MMBOE).
For Brazil, there have not been any revisions to the best estimate contingent resource volume from 2008 to
2009.

Management Discussion and Analysis, Brazil
Norse Energy do Brasil is focusing its activities offshore in two geographical areas: (1) The “BS-3 area” in the
southern Santos Basin and (2) The “Camamu Almada Area”, offshore the state of Bahia.

BS-3 Area highlights
Santos Basin is a large sedimentary basin offshore southern Brasil covering 350 000 km2. The BS-3 area is
located in the southern part of this basin.
BS-3 area holds three important Norse assets: (1) Cavalo Marinho and 2) Estrela-do-Mar oil fields where
development plans have been prepared and are currently under consideration for development and 3) Coral
oil field, currently abandoned but considered for re-development.. An oil discovery just north of Cavalo
Marinho - named Caravela Sul - is considered as a potential future satellite development. The BS-3 area
holds other fields as well as exploration blocks held 100% by Petrobras.
Geologically, the hydrocarbon bearing layers are carbonates of the Guaruja Formation. The trapping
mechanisms are a combination of salt movement and faulting, with anticlines forming on top of the salt
diapirs. Four main reservoir zones are mapped in the BS-3 area, named B1 through B4 and found at depths
ranging from 4 900 – 5 300 m below sea level. The top layer (B1) is by far the biggest in terms of mapped oil
in place (>1billion barrels) but, permeability has been greatly reduced by geological processes over time.
With low oil prices, historic drilling and completion technologies, B1 have generally been considered noncommercial.
The main producing intervals are the B2 and B3 zones, with B2 showing the best reservoir properties. B4,
the deepest interval, also displays good flow properties but generally holds much smaller quantities of
hydrocarbons when found hydrocarbon bearing.
For the 2009 reserve report, GCA has been provided updated cost estimates of the filed development plan
for CVM.
During 2008, Norse commissioned the Norwegian petroleum engineering consultancy AGR to perform
independent evaluations of the company’s BS3 assets. Results indicated possible upside resources for all
Norse fields compared to the Operator’s evaluations. AGR also suggested a different development scenario
involving drilling of high angle/horizontal wells, subsea tie-backs to a centrally placed production installation
and use of gas lift and water injection. GCA was provided with AGR’s reports and audited these for the
purpose of certifying new values for Contingent Resources.
The partners have agreed to evaluate a larger, integrated development solution scenario where all
discoveries in the area are considered tied back to a central FPSO for processing and gas export to shore as
an alternative to the already filed development plans which still form the basis for GCA Reserves
certifications,. This scenario could also involve a re-development of Coral where a new approach with new
wells, water injection and gas lift will allow production of resources left behind by the now terminated first
production phase.
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Recently, Petrobras has announced plans to study a further enlargement of the integrated concept as they
are considering including two discoveries in a block 20-30km’s northeast of EdM. (Tiro and Sidon fields,
according to Petrobras with some 200MMbbl recoverable oil).
Successful conclusion of these studies would benefit all participating fields and a recommendation is
expected in 2010.
For the 2009 report GCA has not performed any new evaluations involving more recent work by AGR.
Consequently the 2008 numbers for Contingent Resources are carried forward.
Results of new work performed by AGR during 2009/10 were not available to allow inclusion in the 2009
GCA Reserve report. This work, also involving a feasibility study of B1 commercialization will be made
available to GCA for a 2010 revision of the Contingent Resources in the BS3 fields.
Cavalo Marinho field (CVM) 50% to Norse
Following ANP’s requests to find solutions to avoid flaring gas, the Operator in October 2007 filed a new
development plan for CVM, based on a joint development with the nearby Caravela field (100% Petrobras).
The development plan for CVM includes two horizontal wells, a shared FPSO (located half way between the
fields), a 180km gas pipeline to shore where a new treatment plant will link to the nearby Bolivia pipeline
system.
Based on the filed development plan GCA has certified volumes as follows: – 1P reserves 5.7 MMBOE and
2P reserves of 14.2 MMBOE. GCA restricts P1 volumes since the subzone B2 was not flow tested in the
CVM discovery well (due to well mechanical problems).
The independent study on CvM done by AGR shows higher oil in place and involves a proposed
development scenario with three production wells resulting in higher resources. GCA has audited this work
and certified 15.1 MMBOE as best estimate – 2C contingent resources.
Caravela-Sul field (CVS) 50% to Norse
This field is located within the Cavalo Marinho ring fence just north of CVM, approximately underneath the
location of the proposed FPSO for the Cavalo Marinho-Caravela Integrated project.
GCA has allowed CVS volumes as Contingent Resources, with a best estimate - 2C of 0.4 MMBOE.
Estrela do Mar field (EdM) 65% to Norse
With the prospect of an early abandonment of Coral, the Operator prepared a Development Plan for EdM
which was filed with ANP in September 2007. This plan reflects a stand-alone development solution, re-using
Coral equipment and flaring associated gas. Revised cost analyses and oil price forecasts leave EdM without
1P reserves but 2P reserves of 5.7 MMBOE.
GCA has also considered AGR’s alternative interpretation and proposed development solution involving a
sub-sea satellite tie-back to the Cavalo Marinho-Caravela integrated project. This scenario improves the
Estrela do Mar project and GCA has certified the Best estimate – 2C: 6.2 MMBOE as Contingent Resources.

Coral field
The Coral field was developed with three sub-sea producing wells clustered beneath a floating production
unit capable of processing 24,000 bpd oil and water with flaring of associated gas.
Production from Coral was terminated on December 25th, 2008 following a period where a pilot water
injection scheme had provided encouraging results.
Both the operator and Norse have conducted studies to identify the potential of further Coral recoveries and
a future return to the field is expected. Coral is then considered as a satellite to the Cavalo Marinho –
Caravela integrated development solution scenario. The re-development of Coral involves side-tracking
existing wells, water injection and gas lift that will allow production of resources left behind. The partners
have also decided to retain the license.
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GCA has also considered AGR’s alternative interpretation and proposed development solution involving a tie
back to the Cavalo Marinho - Caravela integrated project. With this scenario GCA certifies Best estimate –
2C: 3.4 MMBOE as Contingent Resources.

Camamu Almada Area Highlights
Manati Gas field
Manati is a medium to large size dry gas field located in 40 meters of water depth offshore the city of
Salvador. The field was discovered in year 2000; its development started in 2004 and was concluded by end
2007 with the drilling of six production wells.
Production started in January 2007, with production ramp-up as wells were added during the year.
The field is a well defined structural play, where the main reservoir is a thick sandstone section with high
porosity and permeability, around 300 meters of gross section and 200 meters of net pay. Shales are the
sealing rocks. The field has a single gas/water contact at 1 590 meters of depth and is limited to the west by
an unconformity, to the east by a down-to-the-basin fault and to north and south by structural dips.
The original development plan called for seven producing wells, but based on initial production experience
and reservoir understanding, the Operator concluded that six wells could potentially suffice to drain the
reservoirs. The consortium consequently has decided to postpone the decision to drill the seventh well.
For the present work, GCA was able to include results of the 2009 field re-evaluation conducted by the
Operator involving re-visiting seismic interpretations and geological modeling considering 3 years of
production history with pressure data.
GCA restricts 1P numbers to the minimum contracted volume according to the signed take-or-pay sales
contract. They also point out that some 2.8 MMBOE of this would require installation of compression
equipment. (Compressor-station currently planned for 2012).
Compared to last year, 1P reserves according to Gaffney & Cline are down from 12.8 to 11.5 MMBOE while
2P Reserves decreased from 16.7 to 15.8 MMBOE, reflecting both the new interpretation (which added 0.3
MMBOE to the 2P estimates) and 1.183 MMBOE produced volumes during 2009.
th
Certified 3P volumes of 17.9 MMBOE assume a 7 well draining the northern extension of the field.

Sardinha field
The Sardinha field, some 30 km south of Manati but only 4km offshore, has six wells drilled and tested to
delineate the accumulation, which is a gas cap above an oil rim.
Reservoir complexity is high and the partners have not yet been able to define a viable development
scenario. No new information has been made available and last year’s number (2C of 4.5 MMBOE) is carried
forward.
Norte de Camarao
In conjunction with termination of the exploration campaign and subsequent relinquishment of license BCAM40, the BAS-131 discovery which straddles the border to the neighboring block to the south (BM-CAL-4, 100
% owned and operated by a third party), was declared commercial in July 2009 and named “Norte de
Camarao”. Five wells have been drilled on the structure in the past, (four in block BM-CAL-4), proving the
presence of both oil and gas.
A Unitization process is underway and for 2009 GCA has retained volumes booked last year as Contingent
Resources, best estimate - 2C of 0.9 MMBOE. This includes both oil and gas volumes considered inside the
ring fence of a 50-50 unitized development.
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Management Discussion and Analysis US
The US operation continued to explore and develop its acreage position in eastern New York State by drilling
the Herkimer formation and extending an extensive network of gathering lines. Early in 2009 the company
completed and put into production the most successful Horizontal well drilled to the Herkimer formation. That
well had very strong production and produced over 0.6 Bcf of gas by the end of the year.
The 2009 drilling program focused on moving activity to the south following the pipeline route where
formation depths and pressures are greater, which is expected to yield more productive wells. Because the
company desired to get wells into production rather quickly, much of the drilling was limited to areas where
pipeline infrastructure could be placed. Additional regulatory hurdles and requirements slowed the
completion of pipeline construction and reduced the number of drilling permits available. Several wells drilled
in 2008 did not get added to the production profile due to unexpected changes in the environmental and
permit requirements to complete the connection of the pipeline. That process is ongoing and is expected to
be completed early in 2010.
The 1P reserves increased to approximately 32.7 Bcf due to gains in PUD locations as a result of strategic
drilling and infill leasing. The 2P reserves are essentially unchanged due to new locations being offset by
lowered expectations from the producing properties which impacted incremental probable reserves. The
company experienced some downward revisions in reserve estimates from decline analysis of a few wells
with greater than expected declines. In addition, the company discovered several wells with water in the
wellbore that was not being removed efficiently, the additional wellbore fluid may have restricted production
and contributed to the steeper than expected declines. The company started a well intervention program at
the end of 2009 to improve the efficiency of lifting fluid off the formation and improve production results. In
addition, the company has started a review process to identify if any additional wells may need interventions
to improve long term production profile.
Many of the wells drilled in 2009 were identified using 2D seismic data. In order to improve the subsurface
illumination and identify more locations, the company is planning a strategic 3D seismic acquisition program
in 2010. Because of the stacked nature of the resources in this area, this seismic data will be beneficial in
more than one play on the same acreage position. The seismic is expected to provide additional information
to better identify Herkimer targets and support future shale development. All of the seismic will be acquired
over the current lease position and will be used to identify new drilling locations.
Because of the increased drilling activity in the Marcellus shale in Pennsylvania and other nearby states, the
New York State government required regulatory bodies to review the current environmental regulations and
permitting process. The New York State DEC (Department of Environmental Conservation) and other
regulatory bodies used all of 2009 to craft the new sGEIS (supplemental generic environmental impact
statement), which when adopted should allow for environmentally safe development of the shale resources
in the state. Therefore, the state had limited drilling activity in shale formations.
However, the US company did continue to conduct activity that allowed for further understanding of both the
Marcellus and Utica shale resources under the current lease position. The US group put together a shale
development team to create a development plan that would allow for rapid ramp up of drilling activities once
the regulations are put in place by the state. Some of the activities involved gathering more geologic data
and developing horizontal well pad layouts on the current acreage position. Also, drilling activity and results
from those activities by other companies in Pennsylvania located near the Norse NY properties provided
analogous information about the Marcellus shale characteristics. By applying a more rigorous review of
geologic and log information and using updated drilling and completion techniques Schlumberger provided
the company with a revised estimate of shale resources. The result of that evaluation yielded an increase in
contingent resources from 346 MMBOE (1.94 Tcf) to 697 MMBOE (3.92 Tcf) from last year. The bulk of that
increase was due to using the recovery factor associated with current drilling and completion practices
available in the industry.
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