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The carrying amount of financial assets represents the maximum credit exposure.
reporting dates was as follows:

The maximum exposure to credit risk at the

December 31,

(In thousands of dollars) 2010 2009
Cash and cash equivalents 432,579 125,961
Accounts receivables (Note 14) 225,301 197,098
Accrued revenues, refund guarantees and other receivables (Note 15) 145,187 216,846
Restricted cash, current and long-term 71,168 17,991
Shares available-for-sale, current and long-term 33,282 12,043
Claims towards yard (NB’s 532 and 533) (Note 21) 14,904
Long term receivables and loans to associated companies (Note 21) 10,796 9,818
Derivatives:
- Unrealized gain forward exchange contracts, current (Note 17) 4,366 17,110
- Unrealized gain forward exchange contracts, long-term (Note 21) 21
Total 937,604 609,472

The Company is exposed to credit risk on certain off-balance sheet items. In addition the Company has outstanding guarantees,

(see Note 25).

As described above, the Company’s treasury function continuously monitors counterparties to mitigate credit risk. As of

December 31, 2010, the Company is not aware of any specific credit risk related to counterparties other than those described.

Exposure to liquidity risk

The Company is exposed to liquidity risk related to the payment of debt and derivatives with negative value. The Company tries
to minimise liquidity risk through ensuring access to a diversified set of funding sources, and management of maturity profile on
debt and derivatives (see Note 25 and tables above for maturity profile on debt and above for derivatives with negative value).

Note 27 - Leases, Commitments and Provisions

Leases

The Company has operating lease commitments expiring at various dates through 2023. Future minimum payments related to

non-cancellable operating and finance leases were as follows:

December 31, 2010

December 31, 2009

Operating Finance Operating Finance

(In thousands of dollars) leases leases leases leases
2010 51,847 360
2011 63,816 35,985
2012 37,332 17,333
2013 28,428 13,874
2014 21,678 9,659
2015 17,076
Thereafter 10,986 --- 15,054 -—-
Total (a) 179,316 143,752 360
Imputed interest - (12)
Net present value of finance lease obligations 348
Current portion of finance lease obligations (348)

Long-term portion of finance lease obligations

(@  Onshore is excluded in the year-ended December 31, 2009 numbers, see Note 4.

The Company had no finance lease arrangements for the years ended December 31, 2010 and 2009.
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The future minimum payments under the Company's operating leases relate to the Company's operations as follows:

December 31,

(In thousands of dollars) 2010 2009
Marine seismic and support vessels 82,826 54,651
Data processing operations equipment 5,493 4,994
Buildings 77,285 82,337
Other 13,712 1,770

Total 179,316 143,752

Rental expense for operating leases, including leases with terms of less than one year, was $73.5 million, $89.5 million and
$146.8 million for the years ended December 31, 2010, 2009 and 2008, respectively.

Claim towards a polish yard

In 2008, PGS subsidiary Arrow Seismic Invest IV LTD (“Arrow IV”) terminated a contract with Polish yard Stocznia Marynarki
Wojennej S.A. (the “yard”) for conversion works on the vessel Southern Explorer. The yard has subsequently detained the
vessel as security for alleged claims against Arrow IV, whereas Arrow IV has in December 2009 initiated a law suit against the
yard in which Arrow IV claims damages and repossession of the vessel.

Spanish leases

In connection with the purchase of Arrow (see Notes 5 and 18) the Company became party to Spanish lease structures for the
construction of four high capacity seismic vessels (NB’s 532, 533, 534 and 535). The contracts for NB’s 532 and 533 were
cancelled in 2009 due to delays and the NB 535 was cancelled in 2010. The NB 534 was delivered in 2010. See Note 18.

Under the tax lease scheme, the PGS Apollo is owned by a Spanish leasing company, which acquired and took delivery of the
PGS Apollo from the shipyard in April 2010. Arrow Seismic Invest V Limited (Arrow V) is chartering the vessel under a bareboat
charter party. The bareboat charter hire is paid by another lease company on behalf of Arrow V as part of the tax lease
arrangement. Upon expiry of the bareboat charter period, which is expected to be during 2011, ownership of the PGS Apollo is
transferred to Arrow V without any further payment from Arrow V. Because these agreements transfer to the Company
substantially all the risks and benefits incidental to ownership of the vessels, upon commencement of the lease, the bareboat
charters will be accounted for as finance leases.

UK leases

The Company entered into finance leases from 1996 to 1998 relating to Ramforms Challenger, Valiant, Viking, Victory and
Vanguard. The terms for these leases ranged from 15-25 years. In 2007, the Company terminated the lease for Ramform
Victory and took formal ownership of the vessel. The leases for Ramform Viking and Ramform Vanguard were terminated in
2006.

The Company has indemnified the lessors for the tax consequences resulting from changes in tax laws or interpretations thereof
or adverse rulings by the tax authorities and for variations in actual interest rates from those assumed in the leases. The interest
rate differentials are accounted for at fair value with corresponding changes in fair values reported through the consolidated
statements of operations. The fair value is calculated using the forward market rates for Sterling LIBOR and a corresponding
discount rate.

The remaining liability for interest rate differential on UK leases, which is accounted for at fair value, at December 31, 2010 and
2009, relates to Ramform Valiant and was 3.7 million British pounds (approximately $5.8 million) and 4.1 million British pounds
(approximately $6.7 million), respectively.

Brazil service tax claim

The Company has an ongoing dispute in Brazil related to municipal services tax (“ISS”) on sale of MultiClient data. The
municipality has contended that licensing of MultiClient data is equal to providing a service to PGS’ clients. ISS is a local service
tax and the Company’s primary view is that licensing of MultiClient data held by the Company should be treated as rental of an
intangible asset, which is clearly not a service under the relevant provisions, and therefore not be subject to ISS. This has been
confirmed by several external advisors and the Company intends to vigorously defend its view. The maximum theoretical
exposure including all years at December 31, 2010 amounts to $169 million of ISS tax, including interest charges and penalties.
In 2010 the Company also presented a bank guarantee of Brazilian real 49 million (approximately $29 million) following an ISS
foreclosure presented by the tax office in Rio de Janeiro for the earliest exposure years. The bank guarantee was required in
connection with the lawsuit filed by the Company on 4 February 2010 to challenge the assessment. The Company decided to
replace the guarantee with a deposit to reduce cost in February 2011. In October 2010, the Company deposited 110 million
Brazilian real (approximately $65 million) with the Rio de Janeiro court so as to be able to file a lawsuit to seek confirmation that
the sale of MultiClient data is not subject to ISS. The lawsuit relates to periods after 2005, which have not yet been assessed,
as well as to future transactions. Going forward, the Company will continue depositing amounts relating to future transactions.
Because the Company considers it more likely than not that the contingency will be resolved in its favor, no accruals have been
made for any portion of the exposure. Amounts deposited are held on an interest bearing bank account with Banco do Brazil
and will be released to the Company if and when a positive final ruling is awarded, which may take several years. The deposit is
presented as long-term restricted cash in the statement of positions.
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Petrojarl

Following the demerger of Petrojarl in 2006, the Company retained a joint secondary liability for certain obligations of Petrojarl.
Petrojarl has agreed to indemnify the Company from liabilities related to its operations. Such liabilities include liabilities related
to the floating production, storage and offloading units (“FPSOs”), that the Company transferred to Petrojarl in connection with
the demerger. With respect to Petrojarl Foinaven FPSO, PGS has provided a separate on demand guarantee. The guarantee is
made in relation to the FPSO service agreement and is for the benefit of the Foinaven co-ventures and is capped at $10 million.
With respect to Petrojarl Banff FPSO, the Company remains with a joint secondary liability with Petrojarl under their FPSO
service agreement with the Banff group. The guarantee is not capped. If these claims are made and Petrojarl does not honor its
obligation to indemnify PGS, it could adversely affect the Company’s business, results of operation or financial condition.

Deferred consideration, acquired companies
Following the 2007 acquisitions (see Note 5) the Company had liabilities relating to deferred considerations, presented as
follows:

December 31,

(In thousands of dollars) 2010 2009
Accrued expenses (Note 28) - 2,741
Total --- 2,741

The deferred consideration related to the acquisition of Roxicon in 2007, totalling NOK 15.8 million (approximately $2.7 million
at year ended December 31, 2009), which was paid in August 2010.

Onerous contracts

The Company has a provision for onerous contracts in connection with office lease agreements in the UK. As of December 31,
2010 this relates to minimum operational lease provision of $5.1 million for offices that is no longer in use and provisions for
dilapidation of $1.1 million. In total this was of $5.2 million as of December 31, 2009.

Note 28 - Accrued Expenses

Accrued expenses consist of the following:
December 31,

(In thousands of dollars) 2010 2009
Accrued employee benefits 67,008 75,349
Customer advances and deferred revenue 39,388 78,539
Accrued vessel operating expenses 31,155 40,372
Accrued revenue share 22,598 -
Accrued sales tax and VAT 18,871 18,952
Received, not invoiced, property and equipment 17,286 17,073
Accrued office cost 8,755 8,180
Accrued commissions 8,725 11,730
Accrued project cost 4,204 6,216
Unrealized loss interest swaps/forward exchange contracts (Note 26) 4,075 6,237
Accrued interest expenses 3,807 3,651
Accrued legal, audit and consulting fee 3,803 1,720
Accrued onerous contracts (Note 27) 2,422 3,697
Deferred compensation, acquired companies (Note 27) - 2,741
Fair value adjustment of firm commitments - 1,245
Other 12,841 10,477

Total 244,938 286,079

Note 29 - Other Long-Term Liabilities

Other long-term liabilities consist of the following:
December 31,

(In thousands of dollars) 2010 2009
Pension liability (Note 30) 37,539 35,075
Unrealized loss interest swaps/forward exchange contracts (Note 26) 28,464 28,271
Tax contingencies 11,731 11,448
Accrued liabilities UK leases (Note 27) 4,885 5,965
Accrued onerous contracts (Note 27) 3,789 1,592
Other 4,423 3,601

Total 90,831 85,952

108 PGS ANNUAL REPORT 2010



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Note 30 - Pension Obligations

Defined benefits plans

The Company has historically had defined benefit pension plans for substantially all of its Norwegian and UK employees, with
eligibility determined by certain period-of-service requirements. In Norway these plans are generally funded through
contributions to insurance companies. In the UK, the plans are funded through a separate pension trust. It is the Company's
general practice to fund amounts to these defined benefit plans at rates that are sufficient to meet the applicable statutory
requirements. As of January 1, 2005, the Norwegian defined benefit plans were closed for further entrants (except for seismic
crew) and new defined contribution plans were established for new employees. As of March 31, 2006, the UK defined benefit
plan was closed for new entrants. As of January 1, 2008, the Norwegian defined benefit plan for seismic crew were closed for
further entrants, and new defined contribution plans were established for new seismic crew members. At December 31, 2010,
467 employees were participating in these plans.

Actuarial valuations and assumptions
The actuarial valuations were carried out by independent actuaries in Norway and UK.

Reconciliation of the plans' aggregate projected benefit obligations and fair values of assets are summarized as follows:

Change in projected benefit obligations (PBO):

December 31,

(In thousands of dollars) 2010 2009
Projected benefit obligations (PBO) at January 1, 134,510 108,882
Service cost 8,721 6,843
Interest cost 7,093 5,824
Employee contributions 1,261 984
Social security tax 73 (719)
Actuarial loss, net 8,627 (3,232)
Benefits paid (643) (721)
Exchange rate effects (3,848) 16,649

Projected benefit obligations (PBO) at December 31, 155,794 134,510

Change in pension plan assets:

December 31,

(In thousands of dollars) 2010 2009
Fair value of plan assets at January 1, 96,531 69,870
Expected return on plan assets 6,378 5,451
Employer contributions 6,229 8,381
Employee contributions 1,261 984
Actuarial gain, net 3,217 1,910
Benefits paid (697) (721)
Exchange rate effects (3,130) 10,656

Fair value of plan assets at December 31, 109,789 96,531

The aggregate funded status of the plans and amounts recognized in the Company's consolidated statement of financial

position are summarized as follows:

December 31,

(In thousands of dollars) 2010 2009
Funded status (a) 46,005 37,979
Unrecognized actuarial gain (loss) (8,466) (2,904)

Net pension liability 37,539 35,075

(a) Includes social security tax on net pension liability.

Net amount recognized as accrued pension liability is presented as other long-term liabilities (see Note 29).

The accumulated benefit obligation (ABO) for all defined benefit pension plans was $128.9 million and $112.2 million as of
December 31, 2010 and 2009, respectively. All plans have an accumulated benefit obligation in excess of plan assets.

Net periodic pension cost for the Company's defined benefit pension plans are summarized as follows:

Years ended December 31,

(In thousands of dollars) 2010 2009 2008
Service cost 6,458 6,843 8,996
Interest cost 7,093 5,824 6,847
Expected return on plan assets (6,378) (5,451) (6,845)
Adjustments to prior service cost 2,263 310 ---
Amortization of actuarial loss (230) (33) (12)
Administration costs 53 48 120
Social security tax 525 551 726

Net periodic pension cost 9,784 8,092 9,832
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Assumptions used to determine periodic pension cost:

2010 2009 2008
Norway UK Norway UK Norway UK
Discount rate 4.50% 5.80% 3.80% 6.00% 4.50% 5.80%
Return on plan assets 5.70% 7.68% 5.80% 7.42% 5.50% 7.40%
Compensation rate 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
Annual adjustments to pensions 1.40% (a) 1.50% (a) 4.00% (a)

Assumptions used to determine benefit obligations at end of years presented:

December 31, 2010 December 31, 2009
Norway UK Norway UK
Discount rate 4.00% 5.50% 4.50% 5.80%
Compensation increase 4.00% 4.00% 4.00% 4.00%
Annual adjustment to pensions 1.30% (b) 1.40% (b)
Mortality table K2005 SAPS Light K2005 SAPS Light
BY Medium BY Medium
cohort cohort

(a) 3.30% for services up to July 2010 and 2.25% for services thereafter in years ended December 31, 2008, 2009 and 2010.
(b) 3.30% for services up to July 2010 and 2.25% for services thereafter as of December 31, 2009 and 2.3% as of December 31, 2010.

The discount rate assumptions used for calculating pensions reflect the rates at which the obligations could be effectively
settled. Observable long-term rates on governmental bonds are used as a starting point and matched with the Company’s
expected cash flows under the Norwegian plans. Observable long-term rates on corporate bonds are used for the UK plans.
The expected long-term rate of return on plan assets is based on historical experience and by evaluating input from the trustee
managing the plan’s assets.

Historical information
The net pension liability for the past five years were as follows:

December 31,

(In thousands of dollars) 2010 2009 2008 2007 2006
Projected benefit obligation 155,794 134,510 108,882 135,437 128,628
Fair value of plan assets 109,789 96,531 69,870 98,409 80,535
Net funded status (incl. payroll tax) 46,005 37,979 39,012 37,028 48,093

The following table show the experience adjustment from actuarial gain and losses (the effects of differences between the
previous actuarial assumptions and what has actually occurred) of the Projected benefit obligation and plan assets for the years
displayed:

2010 2009 2008 2007 2006
Projected benefit obligation (PBO) (0.55)% 2.0% 3.0% 1.2% (0.4)%
Fair value of plan assets 3.33% 1.9% (35.5)% (1.0)% 3.0%

Sensitivity
The following table show the sensitivity of pension cost (excluding amortization of actuarial gains and losses) and benefit
obligation (including payroll tax) related to change in discount rate, compensation level and USD:

1% increase in 1% decrease
yearly in yearly 10%
1% increase in 1% decrease compensation compensation appreciation
(In thousands of dollars) discount rate in discount rate increase increase of USD (a)
Increase (decrease) in pension cost (2,941) 2,542 1,343 (2,062) (878)
Increase (decrease) in benefit obligation (PBO) (32,915) 45,001 17,814 (17,498) (14,092)

(a) Based on the Company’s mix of Norwegian plans (NOK denominated) and UK plans (GBP denominated) as of December 31, 2010.

Plan asset allocation
The Company’s pension plan asset allocations, by asset category, are presented by major plan group as follows:

December 31, 2010 December 31, 2009

(In thousands of dollars) Norway UK Norway UK
Fair value of plan assets 32,279 76,782 29,097 67,434
Debt securities 64% 26% 70% 46%
Equity/diversified growth funds 15% 71% 10% 52%
Real estate 20% - 20% -
Other 1% 3% 2%

Total 100% 100% 100% 100%
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Management of plan assets must comply with applicable laws and regulations in Norway and the UK where the Company
provides defined benefits plans. Within constraints imposed by laws and regulations, and given the assumed pension
obligations and future contribution rates, the majority of assets are managed actively to obtain a long-term rate of return that at
least reflects the chosen investment risk.

The Company expects to contribute approximately $5.3 million to its defined benefit pension plans in 2011.

Defined contribution plans

Substantially all employees not eligible for coverage under the defined benefit plans in Norway and the UK are eligible to
participate in pension plans in accordance with local industrial, tax and social regulations. All of these plans are considered
defined contribution plans.

The Company’s contributions to the Norwegian defined contribution plans for the year ended December 31, 2010, 2009 and
2008 were $1.4 million, $1.4 million and $1.1 million, respectively.

Under the Company’s U.S. defined contribution 401(k) plan, substantially all US employees are eligible to participate upon
completion of certain period-of-service requirements. The plan allows eligible employees to contribute up to 100% of
compensation, subject to IRS and plan limitations, on a pre-tax basis, with a 2010 statutory cap of $16,500 ($22,000 for
employees over 50 years). Employee pre-tax contributions are matched by the Company as follows: the first 3% are matched at
100% and the next 2% are matched at 50%. All contributions vest when made. The employer matching contribution related to
the plan was $1.6 million, $1.8 million and $1.8 million for the years ended December 31, 2010, 2009 and 2008, respectively.
Contributions to the plan by employees for these periods were $4.2 million, $4.6 million and $4.5 million, respectively.

Aggregate employer and employee contributions under the Company’s other plans for the years ended December 31, 2010,
2009 and 2008, were $1.7 million and $0.8 million (2010), $2.3 million and $1.0 million (2009) and $2.7 million and $0.9 million
(2008).

Note 31 - Shareholder Information

As of December 31, 2009, Petroleum Geo-Services ASA had a share capital of NOK 593,999,997 divided on 197,999,999
shares of par value NOK 3 each. On November 17, 2010, the share capital was increased through a private placement of
19,799,998 shares (see below). As a result, the share capital as of December 31, 2010, was NOK 653,399,991, divided on
217,799,997 shares of par value NOK 3 each, all fully paid.

The private placement was made on basis of an authorization of the Board given at the annual general meeting (“AGM”) held
April 29, 2010. The authorization allowed for the increase of the Company’s share capital with up to NOK 59,399,997. The
private placement comprised 19,799,998 shares, corresponding to 9.99% of the number of outstanding shares of the Company
at that time, and net proceeds amounted to $268.6 million.

The private placement was initiated to preserve the Company’s financial strength and strategic flexibility in addition to support
the fleet expansion and renewal program.

At the AGM held on April 29, 2010, authority was also given for the Board of Directors to acquire treasury shares at a maximum
face value of the shares of NOK 59,399,997. Such shares can be disposed off to satisfy existing or future employee incentive
schemes, as part of the consideration payable for acquisitions made by the Company, or use as consideration in connection
with mergers, demergers or acquisitions involving the Company, by way of cancellation of the shares in part or in full, to raise
funds for specific investments, for the purpose of paying down loans (including convertible bonds), or in order to strengthen the
Company'’s capital base. The Board of Directors was further authorised to increase the share capital with a maximum of NOK
28,000,000 to meet obligations under the share option programs for employees. The Board was also authorized to issue
convertible bonds at a total amount of NOK 3,500,000,000. These authorizations are valid until June 30, 2011.

All shares have equal voting rights and equal rights to dividends. Any distribution of the Company’s equity is dependent on the
approval of the shareholders, and the ability to make distributions is limited by certain debt covenants and Norwegian Corporate
Law. The ordinary shares are listed on the Oslo Stock Exchange.

The Company’s holding of treasury shares reconciles as follows:

Treasury % of total shares

shares outstanding

Balance at December 31, 2008 3,806,989 2.11%
Sale of treasury shares May 29, 2009 (3,625,223)
Used to fulfil deferred considerations, acquired companies (Note 27) (181,766)

Balance at December 31, 2009 -
Acquired in 2010 900,000
Used to fulfil employee share option program in 2010 (Note 33) (359,536)
Transfer of excess shares 3,617

Balance at December 31, 2010 543,981 0.25%
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The 20 largest shareholders in Petroleum Geo-Services ASA were as follows:
December 31, 2010

Total Ownership

shares percent

Folketrygdfondet 20,477,610 9.40
State Street Bank & Trust (nominee) 6,086,590 2.79
Euroclear Bank (nominee) 6,051,084 2.78
Handelsbanken (nominee) 5,500,000 2.53
Clearstream Banking (nominee) 5,086,407 2.34
State Street Bank & Trust Co. (nominee) 4,500,125 2.07
State Street Bank & Trust Co. (nominee) 4,339,045 1.99
Bank of New York (nominee) 4,001,622 1.84
State Street Bank & Trust Co. (nominee) 3,797,942 1.74
Citibank N.A. (nominee) 3,758,123 1.73
JP Morgan Chase Bank (nominee) 3,620,189 1.66
Vital Forsikring 3,604,260 1.65
Caceis Bank (nominee) 3,071,202 1.41
Pensjonskassen Statoil 2,947,252 1.36
Rasmussengruppen AS 2,500,000 1.15
JP Morgan Chase Bank (nominee) 2,368,942 1.09
DNB Nor Bank 2,339,840 1.07
HSBC Bank (nominee) 2,333,105 1.07
Danske Bank (nominee) 2,212,253 1.02
The Northern Trust (nominee) 2,176,401 1.00
Other shareholders 127,028,005 58.32
Total 217,799,997 100.0

Shares owned or controlled by members of the Board of Directors, Chief Executive Officer and Other Executive Officers were as
follows:
December 31, 2010

Total Ownership percent
Board of Directors:
Francis Gugen, Chairperson 30,000 (a)
Harald Norvik, Vice Chairperson 8,000 (a)
Holly Van Deursen -
Daniel J. Piette 4,000 (a)
Annette Malm Justad -
Carol Bell -
Ingar Skaug -
Chief Executive Officer and Other Executive Officers:
Jon Erik Reinhardsen, President and Chief Executive Officer 58,785 (a)
Gottfred Langseth, Executive Vice President and Chief Financial Officer 28,752 (a)
Guillaume Cambois, Executive Vice President Data Processing & Technology 1,885 (a)
Magne Reiersgard, Executive Vice President Operations 8,678 (a)
Per Arild Reksnes, Executive Vice President Marine Contract 5,434 (a)
Sverre Strandenes, Executive Vice President MultiClient 9,330 (a)

(a) Lessthan 1% of the Company’s share as of December 31, 2010.

Note 32 - Related Party Transactions

The following transactions were carried out with related parties:
Years ended December 31,

(In thousands of dollars) 2010 2009 2008
Sale of goods and services
Associates — MultiClient data 1,184 - -
Associates — Administrative services 2,783 - -
Associates — Data Processing 996 - -
ConocoPhillips — Seismic services (a) 4,188 13,108 10,104
Purchase of services
Wilh. Wilhelmsen — Maritime management services (b) 6,415 6,070 ---
Other
Associates — Interest income 172 330 -

(a) The Director Mr Harald Norvik is a board member of ConocoPhillips
(b) The Director Mr Ingar Skaug (appointed in 2009) was the Group CEO of Wilh. Wilhelmsen ASA until October 1, 2010.

12 PGS ANNUAL REPORT 2010



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

The Company had the following outstanding balances with related parties at December 31, 2010:
December 31,

(In thousands of dollars) 2010 2009
Loan to associate (a) 3,132 2,960
Receivable from associate 1,211 -

(a) The loan to PGS Khazar is based on a $4.1 million frame loan agreement which can be drawn on as needed. The loan bear interest of 6.5% .
All transactions with related parties are priced on an arm’s length basis.

Directors of the Company are also on the Board of certain customers and suppliers. As of December 31, 2010 and 2009, the
Company did not have any significant outstanding balances with any of these companies.
See also Note 34.

Note 33 - Employee Share Option Programs

In 2006, the Company established an employee option program. Options covering 2,127,000 shares were granted to certain key
employees. Additional 223,000 options and 25,000 options were granted from this plan in the years ended December 31, 2007
and 2008, respectively.

In 2008, the Company established a second employee option program. Options covering 3,060,000 shares were granted to
certain key employees. Additional 40,000 options were granted from this plan in the year ended December 31, 2009.

In 2009, the Company established a third employee share option program. Options covering 3,012,500 shares were granted to
certain key employees. Additional 190,000 options were granted from this plan in the year ended December 31, 2010.

In June 2010, the Company established a fourth employee share option program. Options covering 1,476,500 shares were
granted to certain key employees.

The Company’s option programs are considered as equity-settled plans and the options were measured at fair value at date of
grant. For the 2006, 2008 and 2009 plans one third of the options vest each of the three years subsequent to the date of grant.
First possible exercise is one year after grant date. For the 2010 plan the options will vest respectively 3 and 4 years after the
date of grant for each half of the award. The options may only be exercised four times a year, during a defined period after the
publication of the Company’s quarterly earnings release. The latest possible exercise date for all plans is five years subsequent
to the grant date.

For options granted under the 2006 employee option program, the exercise price corresponds to the weighted average trading
price for the Company’s ordinary shares on the Oslo Stock Exchange the week before the options were granted. For options
granted under the 2008, 2009 and 2010 employee option programs the exercise price corresponds to the weighted average
trading price for the Company’s ordinary shares on the Oslo Stock Exchange at the date of grant.

Maximum gain on the options in the 2008, 2009 and 2010 employee option programs are subject to a cap of 1.5 times the
employee’s salary for each calendar year. The fair value of the cap is achieved through a reduction of the fair value of the
options granted. There is no cap on the 2006 employee share option program.

The fair value determined at the grant date is expensed over the vesting period, using the accelerated method, based on the
Company’s estimate of the shares that will eventually vest. Fair value is measured using the Black-Scholes pricing model. The
expected life used in the model has been adjusted based on management’s best estimate, for the effects of non-transferability,
exercise restrictions and behavioural considerations. The options include a service condition as the individuals participating in
the plan must be employed by the Company for a certain period of time in order to earn the right to exercise the share options.
The options include no performance conditions.

For the years ended December 31, 2010, 2009 and 2008, the Company recognized compensation cost with a corresponding
increase in shareholders’ equity of $5.3 million, $11.8 million and $9.8 million, respectively. Total net unrecognized
compensation cost as of December 31, 2010 was $ 8.8 million (related to non-vested share-based options), which is expected
to be recognized over a period of 3.5 years (main portion within 1 year).
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The tables below detail the Company’s outstanding options for the years presented.

Year ended December 31, 2010:

Options Options Weighted- Options

outstanding Options Options Options outstanding average exercisable

December 31, granted exercised forfeited in December 31, remaining December 31,

Grant date: 2009 in 2010 in 2010 2010 2010 contractual term 2010

2006 1,276,788 --- --- (162,006) 1,114,782 0.5 years 1,114,782

2007 201,000 --- --- (24,000) 177,000 1.4 years 177,000

2008 2,965,500 --- --- (437,334) 2,528,166 2.4 years 1,708,966

2009 3,052,500 --- (359,536) (449,437) 2,243,527 3.4 years 533,840

2010 --- 1,666,500 - (50,000) 1,616,500 4.4 years ---

Total 7,495,788 1,666,500 (359,536) (1,122,777) 7,679,975 2.8 years 3,534,588
Year ended December 31, 2009:

Options Options Weighted- Options

outstanding Options Options Options outstanding average exercisable

December 31, granted  exercised forfeited in December 31, remaining December 31,

Grant date: 2008 in 2009 in 2009 2009 2009 contractual term 2009

2006 1,325,781 - - (48,993) 1,276,788 1.5 years 1,276,788

2007 201,000 --- --- --- 201,000 2.4 years 134,001

2008 3,016,500 --- --- (51,000) 2,965,500 3.4 years 988,454

2009 --- 3,052,500 --- 3,052,500 4.4 years

Total 4,543,281 3,052,500 --- (99,993) 7,495,788 3.8 years 2,399,243

The following share options, granted under the share option plans, were exercised for all years presented:

Year ended December 31, 2010

Year ended December 31, 2009

Options Exercise Share price at Options Exercise Share price at

Granted Exercised date exercise date exercised date exercise date

2009 8,338 June 21, 2010 NOK 69.25

2009 88,465 August 4, 2010 NOK61.55

2009 262,733 November 4, 2010 NOK 80.60
Total 359,536

No share options have expired during the years ended December 31, 2010 and 2009.

The table below details the Company’s assumptions used to calculate estimated fair value at grant date:

Estimated fair

value at

Options grant date

outstanding Average (average

December exercise Dividend Volatility Weighted NOK/USD per

Grant date: 31, 2010 price  Risk free rate yield factor average life share option)

2006 (a) 1,114,782 NOK 111.50 3.92-4.00% 45% 3.5 years NOK 44.10/$7.12

2007 (a) 177,000 NOK 141.05 5.02-5.22% 43% 3.5 years NOK 55.20/$8.87

2008 2,528,166 NOK 132.91 4.56-5.75% 46% 2.5 years NOK 35.55/$6.77

2009 2,243,527 NOK 40.30 2.28% 55% 2.4 years NOK 13.25/$2.08

2010 1,616,500 NOK 78.31 2.30-2.45% 60% 3.5 years NOK 28.24/$4.57
Total 7,679,975

(a) Exercise price is adjusted for special dividend of NOK 10 per share distributed in July 2007.

Expected volatility for all grants is based on historical volatility of the Company’s shares after emerging from Chapter 11 in
November 2003. As a result of unusual high volatility during the international financial distress 2008 to 2009, the Company has
estimated volatility for the 2009 and 2010 grants in order to reflect the expected volatility going forward.

There are no traded options of the Company’s shares and there are no post vesting restrictions included in the option plan.
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Note 34 - Salaries and Other Personnel Costs, Number of Employees,
the Board of Directors, Executive Officers and Auditors

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

and Remuneration to

Salary and social expenses that are included in cost of sales, research and development costs and selling, general and
administrative costs, excluding such costs relating to discontinued operations (see Note 4) consist of:

Years ended December 31,
(In thousands of dollars) 2010 2009 2008
Salaries and bonuses 247,940 247,092 243,308
Social security 21,834 17,935 17,551
Pension 14,544 12,805 14,830
Other benefits 25,524 25,103 25,493
Total 309,841 302,935 301,182

The Company had an average of 2,090; 2,192 and 2,058 employees during the years ended
2008, respectively (excluding Onshore employees).

Chief Executive Officer (CEO) and Other Executive Officers

December 31, 2010, 2009 and

In 2010, the Company paid compensation to its President and CEO and other executive officers as follows:

Total compensation paid in 2010 (a) Benefits Accrued
Other Total paid paid to compensation
Fixed Bonus benefits salary and pension at December
Name: Position: salary (b) (c) compensation plan (d) 31, 2010 (e)
(in dollars)
Jon Erik Reinhardsen  President and Chief
Executive Officer 784,162 610,058 38,159 1,432,379 52,697 1,706,553
Gottfred Langseth Executive Vice President
and
Chief Financial Officer 523,329 697,506 36,680 1,257,515 52,808 303,384
Guillaume Cambois Executive Vice President,
Data Processing &
Technology (f), 196,857 16,088 212,945 15,722 208,213
Magne Reiersgard Executive Vice President,
Operations (f), 274,999 124,079 78,100 477,178 55,146 270,000
Per Arild Reksnes Executive Vice President,
Marine Contract (f), 276,817 96,455 109,641 482,913 47,381 239,445
Sverre Strandenes Executive Vice President,
MultiClient 490,078 618,704 41,232 1,150,014 83,566 276,923
Rune Eng Executive Vice President,
Marine Contract (g) 451,136 658,708 231,476 1,341,320 59,585

(a)

Amounts in NOK have been translated to US Dollars using average exchange rate for 2010 of NOK/USD 6.065.

(b) Includes payments for the 2008 and 2009 performance bonus plan (paid in April 2010) and the 2008 retention bonus plan (paid in October 2010).

(c) Includes items such as car allowance, payment to defined contribution plan, telephone, internet and other minor benefits. In addition taxable gain on exercised
share options (see Note 33).

(d) Contribution to defined benefit plans and defined contribution plans (Norway).

(e) Includes accruals for the 2010 performance bonus plans (total as accrued at December 31, 2010 for all executives) and CEO deferred compensation (see below).

(f) Executive officers from May 2010 (see Note 4). Compensation payments from May 1°- December 31% 2010.

(g) Rune Eng resigned in November 2010.

PGS ANNUAL REPORT 2010 n



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Share options held by the CEO and executive officers at December 31, 2010 were as follows:

Average Average
Number exercise exercise price
Number of Number of Number price on Number on
share . . s of . of share . Weighted
. of options options . exercised . outstanding
options at ) options ) options at ) average
December granted  forfeited  gyercise options  pecember options remaining
Name: 31, 2009 2010 2010 d 2010 (NOK) 31,2010 (NOK) contractual term
Jon Erik -
Reinhardsen 300,000 75,000 - 375,000 85.01 3.2 years
Gottfred Langseth 270,000 45,000 - - 315,000 92.58 2.5 years
Guillaume 40.29
Cambois 105,000 45,000 20,000 130,000 85.59 3.4 years
Magne Reiersgard 159,999 45,000 - - - 204,999 89.70 2.8 years
Per Arild Reksnes 159,999 45,000 - 20,000 40.29 184,999 95.04 2.7 years
Sverre Strandenes 230,001 45,000 -—- -—- 275,001 89.83 2.7 years
Rune Eng (a) 240,000 45,000 195,000 30,000 40.29 60,000 111.50 0.4 years

(a) Rune Eng resigned in November 2010 and the share options held at December 31, 2010 has to be exercised within first half 2011.

Eric Wersich was executive officer in Onshore, which businesses operation were sold in February 2010 (see Note 4) and
compensation payments for one month in 2010 are not included in above tables.

In 2009, the Company paid compensation to its President and CEO and other executive officers as follows:

Total compensation paid in 2009 (a) Benefits Accrued 2009
Other Total paid paid to compensation
Fixed Bonus benefits salary and pension at December
Name: Position: salary (b) (c) compensation plan (d) 31, 2009 (e)
(in dollars)
Jon Erik Reinhardsen  President and Chief
Executive Officer 648,673 62,230 710,903 7,806 848,066
Gottfred Langseth Executive Vice
President and
Chief Financial Officer 483,306 342,555 67,163 893,024 18,314 433,384
Rune Eng President, Marine 481,791 337,830 75,854 895,475 22,264 428,243
Eric Wersich President, Onshore 378,125 300,000 18,498 696,623 - 327,176
Sverre Strandenes President, Data
Processing &
Technology 442,762 294,125 83,448 820,335 28,396 373,502

(b) Amounts in NOK have been translated to US Dollars using average exchange rate for 2009 of NOK/USD 6.35.

(c) Includes payments for the 2007 retention bonus plan.

(d) Includes items such as car allowance, payment to defined contribution plan, telephone, internet and other minor benefits.
(e) Contribution to defined benefit plans and defined contribution plans (Norway).
(f) Includes accruals for the 2009 and 2008 performance bonus plans (including share purchase bonus), the 2008 retention bonus plan and CEO deferred

compensation.

Share options held by the CEO and executive officers at December 31, 2009 were as follows:

Number of Average Average Weighted
Number of . Numbers of . . Number of . . average
. options . exercise price ; exercise price - C

share options options ] share options ) remaining

at December granted exercised on exercised at December ~ ©noutstanding  contractual

Name: 31, 2008 2009 2009 options (NOK) 31, 2009 options (NOK) term
Jon Erik -

Reinhardsen 150,000 150,000 - 300,000 86,67 3.9 years

Gottfred Langseth 180,000 90,000 - 270,000 94.95 3.1 years

Rune Eng 150,000 90,000 - 240,000 92.88 3.3 years

Eric Wersich 109,999 90,000 - - 199,999 87.00 3.5 years

Sverre Strandenes 140,001 90,000 - - 230,001 92.07 3.4 years

See Note 31 for shares held by the Company’s CEO and other executive officers and Note 33 for further information on the

share option programs.
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Jon Erik Reinhardsen, President and CEO of the Company (“CEQ”), had an annual fixed salary of NOK 4,500,000 in 2010. The
CEO has a mutual 6-months period of notice. The CEO is, both during and after the employment, obliged to refrain from taking
employment with companies that are direct or indirect competition with PGS. This prohibition applies for a period of two years
from the termination date unless the Company sets a shorter period of time.

Other executive officers have similar provisions in their employment terms, with periods of notice of twelve months or less.

Annual performance bonus scheme
The Board of Directors has established an annual performance bonus scheme for the Company’s CEO and other executive
officers. In 2010 the CEO participated in a performance bonus scheme where he was entitled to a cash bonus and a share
bonus provided the Company and the CEO met certain financial and non-financial performance targets. The target bonus for the
CEO which assumes that the company goals and the CEO’s individual goals are met is a cash bonus of 57% and a share
purchase bonus of 28% of the CEQ’s annual base salary. These target bonuses can be increased or decreased in cases of
performance above or below the targets set for the CEO and the Company. Any amount the CEO received as a share purchase
bonus, on a net basis after withholding tax, are required to be used to buy PGS ordinary shares at market price and retained for
a minimum of three years. Other executive officers, listed above, who were employed by the Company during 2010 and remain
employed as of March 1, 2011 are participants in a bonus scheme where they are entitled to a cash bonus targeted at 42% of
the respective executive’s annual base salary. The target bonus can be increased or decreased in cases of performance above
or below the targets set for the executive and the Company. The Board of Directors determined that the bonus under the
performance bonus scheme for these executives for the years ended December 31, 2010 and 2009 would be in aggregate
$2,221,041 and $1,649,644, respectively.

As the bonus for the year ended December 31, 2008 was heavily influenced by external factors outside the Company’s control,
the Board of Directors offered in February 2009 an increase of the 2008 bonus to all employees participating in the Company’s
bonus schemes on the condition that they accepted deferral of payment until March 2010. The bonus under the performance
bonus incentive scheme for the year ended December 31, 2008 include an adjustment of the 2008 bonus totalling $615,850 as
these executives accepted a deferral of payment until March 2010. The deferred 2008 bonus amounts were settled in cash only.

Retention bonus plans
In addition to the above annual performance bonus scheme the Board of Directors established a retention bonus scheme for the
Company’s executive officers, excluding the CEO, effective January 1, 2007. The yearly retention bonus was a fixed amount
equivalent to 75% of base salary at the time of payment. The first yearly retention bonus was paid in October 2008 and
thereafter yearly to October 2010. As of December 31 2010 there are no earned and accrued retention bonuses under this
scheme for the CEO or any executive officer ($433,312 at December 31, 2009).

Board of Directors
For the years ended December 31, 2010 and 2009, compensation paid to all persons who served as Directors during any period
were as follows. None of our Directors has any contract with us providing benefits upon termination of service.

The table below provides information about our Directors and compensation paid during 2010:
Compensation

Name: Position: Director since Term expire (In dollars)
Francis Gugen Chairperson 2003 2011 97,845
Harald Norvik Vice Chairperson 2003 2011 93,940
Holly Van Deursen Director 2006 2011 91,439
Wenche Kjglas Director 2006 (a) 48,324
Daniel J. Piette Director 2007 2011 93,192
Annette Malm Justad Director 2008 2011 77,114
Carol Bell Director 2009 2011 94,237
Ingar Skaug Director 2009 2011 60,944

Total 657,037

(a) Resigned as Director May 2010.

The table below provides information about our Directors and compensation paid during 2009:
Compensation

Name: Position: Director since Term expire (In dollars)
Jens Ulltveit-Moe Chairperson 2002 (a) 26,111
Francis Gugen Chairperson 2003 2010 97,331
Harald Norvik Vice Chairperson 2003 2010 70,004
Holly Van Deursen Director 2006 2010 90,976
Wenche Kjglas Director 2006 2010 73,069
Daniel J. Piette Director 2007 2010 95,060
Annette Malm Justad Director 2008 2010 67,794
Carol Bell Director 2009 2010
Ingar Skaug Director 2009 2010

Total 520,345

(a) Resigned as Chairperson May 2009.

See Note 31 for shares held by the Company’s Board of Directors.
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Board of Directors’ statement on remuneration to the CEO and the Executive Officers

In accordance with §6-16a of the Norwegian Public Limited Companies Act, the Board of Directors has prepared a statement
related to the determination of salary and other benefits for our CEO and other executive officers. The guidelines set out below
for our CEO and other executive officers salary and other benefits, for the coming fiscal year, will be presented to the
shareholders for their advisory vote at the May 2011 Annual General Meeting.

PGS is an international company operating in the global geophysical industry. Our operations are conducted world wide and our
employment base is and needs to be largely international. The total compensation package for our CEO and other executive
officers shall therefore be competitive both within the Norwegian labour market and internationally. Both the level of total
compensation and the structure of the compensation package for our CEO and other executive officers shall be such that it may
attract and retain highly qualified international leaders. This will require the use of several different instruments and measures
also meant to provide incentives for enhanced performance and to ensure common goals and interest between the
shareholders and management.

The current remuneration package for our CEO and other executive officers includes fixed elements and variable elements. The
fixed elements consist of a base salary and other benefits. Other benefits include car allowance, newspaper subscription,
mobile phone, internet and similar benefits. The fixed elements also include a pension plan. The CEO and three executive
officers have an early retirement plan allowing for termination of employment when the CEO or the executive officers reach the
age of 62. Provided that the CEO or executive officers have been employed as a CEO or an executive officer for 10 years (or in
some cases longer) the CEO or the executive officers are entitled to up to 60% of the last base salary in the period up until the
CEO or the executive officers reach the age of 67.

The variable elements consist of a performance bonus scheme and participation in our share option program.

Participation in the performance bonus scheme and the target levels and the maximum levels of the annual performance bonus
scheme are determined annually. Achievement under the performance bonus scheme is based partly on achievements of
agreed financial key performance indicators (“KPIs”) for the group and a relevant management group, and partly on
achievements of agreed operational, financial and organizational KPIs included in a personal performance contract.

The Group KPIs are financial targets set by the Board of Directors at the start of a fiscal year. The Group KPIs are thereafter
broken down to business unit KPIs. The personal performance contract for our CEO and other executive officers will contain
such KPI goals as well as KPI goals linked to other measures of success such as HSE, operational effectiveness and
organizational development.

The CEO and other executive officers have target bonus levels and maximum bonus levels. The maximum bonus levels may be
exceeded by a limited and defined amount only if performance is extraordinary and very substantially above defined goals. The
CEO and other executive officers will for 2011 be obliged to use one third of their annual bonus (net after withholding tax) to
purchase shares in the Company and retain them for 3 years. The annual performance bonus for the CEO is approved by the
Board of Directors in a meeting, based on recommendations from the Remuneration and Corporate Governance Committee.
The annual performance bonus scheme for the other executive officers are reviewed and approved by the Remuneration and
Corporate Governance Committee on the CEO’s recommendation, and the executive officers achievements under the scheme
are also reviewed by the Remuneration and Corporate Governance Committee. The Board of Directors will continue to use this
scheme for determining the level of annual performance bonus in the coming fiscal year.

The Annual General Meetings in 2006, 2008, 2009 and 2010 authorized the implementation of certain share option programs.
The Board of Directors this year proposes a new option program to the Annual General Meeting in May 2011. This option
program follows similar principles as the existing programs. The full option program including all terms and conditions will be
presented to the Annual General Meeting in May 2011 for approval.

This statement deals primarily with the remuneration of our CEO and other executive officers. However, the above described
remuneration policy is to a large extent applicable to a broad group of key employees within the Company. Enhanced
performance by the management groups is not achieved by our CEO and other executive officers alone but rather is dependent
on a large number of managers and key employees throughout the Company. Therefore, a large and increasing number of
managers and key employees are included in performance based remuneration schemes, which contain all or some of the
above mentioned elements. More than 450 employees within the Company are currently eligible for performance based
remuneration. In addition all other employees may receive up to a maximum of one month salary in annual bonus. The level of
this bonus is determined by the Board based on the financial results of the Company.

Remuneration of the CEO and other executive officers will be evaluated regularly by the Remuneration and Corporate
Governance Committee and the Board of Directors to ensure that salary and other benefits are kept, at all times within the
above guidelines and principles.

The CEO will on April 1, 2011 receive a set retention bonus of NOK 5,000,000 with the addition of 6% annual interest from April
1, 2008 provided that he has not left PGS willingly prior to April 1, 2011. The reason for this was that the CEO had to walk away
from substantial earned equity in the company where he was formerly employed. The Board of Directors considered this
necessary to secure the employment of the CEO.
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Since the Annual General Meeting in May 2010 the Board of Directors have followed the guidelines then approved by the

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Annual General Meeting with respect to remuneration of the CEO and the other executive officers.

Remuneration of auditor

Fees for audit and other services provided by the Company’s auditor are as follows (exclusive VAT and including out of pocket

expenses):
Years ended December 31,

(In thousands of dollars) 2010 2009 2008
Audit fees (a) 2,922 2,957 2,547
Other attestation services (a) 358 1,443 11
Fees for tax services (b) 145 72 278
All other fees - 79 40

Total (c) 3,425 4,551 2,876

(a) Included within the totals are fees of $1.7 million in 2009 (include attestation services in connection with sale of Onshore) and $0.5 million in 2008
which are included within the result from discontinued operation.
(b) Fees for tax services consist of fees for tax filing services and other tax assistance.

(c) Total remuneration to auditor includes discontinued operation for the period up to demerger closing date (relates to 2009 only).

Note 35 - Subsidiaries and Affiliated Companies

The ownership percentage in subsidiaries and affiliated companies as of December 31, 2010, was as follows:

Shareholding and

Company Jurisdiction voting rights
PGS Shipping AS Norway 100%
Oslo Seismic Services Ltd. Isle of Man 100%
PGS Geophysical AS Norway 100%
Multiklient Invest AS Norway 100%
Petroleum Geo-Services, Inc. United States 100%
Petroleum Geo-Services (UK) Ltd. United Kingdom 100%
Seahouse Insurance Ltd. Bermuda 100%
Dalmorneftegeofizika PGS AS Norway 49%
Calibre Seismic Company United States 50%
PGS Capital, Inc. United States 100%
PGS Exploration (Nigeria) Ltd. Nigeria 100%
PGS Data Processing Middle East SAE Egypt 100%
PGS Data Processing, Inc. United States 100%
Petroleum Geo-Services Asia Pacific Pte. Ltd. Singapore 100%
PGS Australia Pty. Ltd. Australia 100%
Atlantis (UK) Ltd. United Kingdom 100%
PGS Egypt for Petroleum Services Egypt 100%
Hara Skip AS Norway 100%
Petroleum Geo-Services Exploration (M) Sdn. Bhd. Malaysia 100%
PGS Exploration (US), Inc. United States 100%
PGS Ocean Bottom Seismic, Inc. United States 100%
PGS Exploration (UK) Ltd. United Kingdom 100%
PGS Pension Trustee Ltd. United Kingdom 100%
PGS Reservoir Ltd. United Kingdom 100%
Atlantic Explorer Ltd. Isle of Man 50%
Oslo Seismic Services Inc. United States 100%
Oslo Explorer Plc Isle of Man 100%
Oslo Challenger Plc Isle of Man 100%
PGS Shipping (Isle of Man) Ltd. Isle of Man 100%
PGS Americas, Inc. United States 100%
Seismic Energy Holdings, Inc. United States 100%
PGS Exploration (Norway) AS Norway 100%
PGS Multi-Client Seismic Ltd. Jersey 100%
PGS Marine Services (Isle of Man) Ltd. Isle of Man 100%
Deep Gulf LP United States 50.1%
PGS Nopec (UK) Ltd. United Kingdom 100%
PGS Nominees Ltd. United Kingdom 100%
SOH, Inc. United States 100%
PT PGS Nusantara Indonesia 100%
PGS Geophysical (Angola) Ltd. United Kingdom 100%
Seismic Exploration (Canada) Ltd. United Kingdom 100%
PGS Investigacao Petrolifera Limitada Brazil 100%
PGS Servicios C.A. Venezuela 100%
PGS Venezuela de C.A. Venezuela 100%
PGS Overseas AS Norway 100%
PGS Suporte Logistico e Servicos Ltda. Brazil 100%
PGS Finance, Inc. United States 100%
PGS Japan K.K. Japan 100%
PGS (Kazakhstan) LLP Kazakhstan 100%
PGS Eurasia LLC Russia 100%
PGS Seismic (UK) Ltd. United Kingdom 100%
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Company

Jurisdiction

Shareholding and
voting rights

PGS Data Processing & Technology Sdn. Bhd.

PGS Onshore (Algeria) EURL

PGS Overseas Operation (Cyprus) Ltd.
PGS Overseas Trading (Cyprus) Ltd.
MTEM Limited

PGS Geophysical (Netherlands) B.V.
PGS Technology (Sweden) AB
Natuna Ventures Pte. Ltd.

Applied Geophysical Services Corporation
PGS Onshore do Brazil Ltda.

PGS Onshore Servicos Ltda.

Arrow Seismic ASA

Arrow Seismic Ltd.

Arrow Seismic Invest | Ltd.

Arrow Seismic Invest Il Ltd.

Arrow Seismic Invest Il Ltd.

Arrow Seismic Invest IV Ltd.

Arrow Seismic Invest V Ltd.

Arrow Seismic Invest VI Ltd.

Arrow Seismic Invest VII Ltd.
Petroleum Geological Services LLC
PGS Falcon AS

PGS Venture AS

PGS Asia Pacific Labuan Ltd.

PGS Servicios de Mexico S.A. de C.V.
PGS Data Processing SA de CV

Malaysia
Algeria

Cyprus

Cyprus

United Kingdom
Netherlands
Sweden
Singapore
United States
Brazil

Brazil

Norway

United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
Oman

Norway
Norway

Labuan

Mexico

Mexico

100%
100%

50%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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STATEMENTS OF OPERATIONS - PGS ASA

PETROLEUM GEO-SERVICES ASA

(Parent company unconsolidated financial statements)

STATEMENTS OF OPERATIONS

Years ended December 31,

(In thousands of NOK) Note 2010 2009 2008
Revenue 125,401 125,913 138,397
Cost of sales 2,691 2,639 2,404
Depreciation and amortization 5 2,134 5,214 12,118
Selling, general and administrative costs 146,288 164,817 176,792
Total operating expenses 151,113 172,570 191,314
Operating loss (25,712) (46,657) (52,917)
Interest expense, net 2 (307,753) (417,405) (407,661)
Impairment, net of reversal of impairment on shares in subsidiaries/
intercompany receivable 1,6 (722,393) (75,582) (598,875)
Gain on sale of subsidiaries 6 176,454 - -
Other financial items, net 3 279,214 2,758,977 675,878
Income (loss) before income taxes (600,190) 2,219,333 (383,575)
Provision (benefit) for income taxes 4 (84,620) 314,375 (742,163)
Net income (loss) (515,570) 1,904,958 358,588

London, March 21, 2011
~ Board of Directors
Petroleum Geo-Services ASA

% [/é 740 = // W - JZU/ S
Fraricis Gugen . Harald NorV|k Carol Bell Holly'Van Deursen

Chairperson Vice Chairperson

Annette Malm {Ztad a a‘gﬁgig{é\f vn{gars aug/ n Erik Reinhardsen

Chief Executive Officer
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STATEMENTS OF OPERATIONS - PGS ASA

PETROLEUM GEO-SERVICES ASA

(Parent company unconsolidated financial statements)

BALANCE SHEET

December 31,

(In thousands of NOK) Note 2010 2009
ASSETS
Long-term assets:
Deferred tax assets 1,105,064 1,014,691
Property and equipment, net 5 2,034 4,168
Shares in subsidiaries 1,6 11,708,126 12,410,484
Intercompany receivables 1 3,018,755 4,827,946
Investments in associated companies 19 112,515 -
Other financial long-term assets 7 23,942 4
Total long-term assets 15,970,436 18,257,293
Current assets:
Short-term intercompany receivables 25,707 27,528
Other current assets 8 88,312 121,391
Restricted cash 9 2,694 2,006
Cash and cash equivalents 2,358,867 403,798
Total current assets 2,475,580 554,723
Total assets 18,446,016 18,812,016
LIABILITIES AND SHAREHOLDERS' EQUITY
Shareholders' equity:
Paid in capital:
Common stock; par value NOK 3;
issued and outstanding 217,799,997 shares at December 31, 2010;
issued and outstanding 197,999,999 shares at December 31, 2009; 653,400 594,000
Own shares, par value (1,632) -
Additional paid-in capital 2,181,020 614,684
Total paid in capital 2,832,788 1,208,684
Other equity 6,976,581 7,524,568
Total shareholders' equity 10 9,809,369 8,733,252
Long-term liabilities
Long-term debt 11,12 4,586,228 4,990,254
Intercompany debt 3,696,603 4,672,372
Other long-term liabilities 13 191,713 189,100
Total long-term liabilities 8,474,544 9,851,726
Current liabilities:
Short-term debt and current portion of long-term debt 11 - 55,783
Short-term intercompany debt 28,354 9,401
Accounts payable 26,257 27,306
Accrued expenses 16 107,492 134,548
Total current liabilities 162,103 227,038
Total liabilities and shareholders' equity 18,446,016 18,812,016

Warranties 18

122 PGS ANNUAL REPORT 2010



PETROLEUM GEO-SERVICES ASA

(Parent company unconsolidated financial statements)

STATEMENT OF CASH FLOW

STATEMENTS OF OPERATIONS - PGS ASA

(In thousands of NOK) 2010 2009 2008
Cash flows provided by operating activities:
Net income (loss) (515,570) 1,904,958 358,588
Adjustments to reconcile net income (loss) to net cash
used in operating activities:
Changes in deferred tax assets (90,373) 349,722 (1,069,286)
Depreciation and amortization charged to expense 2,134 5,214 12,118
Impairment of shares in and loan to subsidiaries, net 722,393 75,583 598,875
Gain on sale of subsidiaries, net (176,454) - -
Dividend/ group contribution classified as financing activities (400,000) (1,462,325) (2,400,000)
Unrealized foreign exchange (gain) loss 168,543 (1,476,162) 2,199,430
Changes in current assets and current liabilities 4,202 (246,831) 35,500
Net (increase) decrease in restricted cash (688) 220 208,169
Other items 98,209 64,719 314,346
Net cash provided by (used in) operating activities (187,604) (784,902) 257,739
Cash flows provided by (used in) investing activities:
Investments in property and equipment - (589) (2,812)
Proceeds from sale of subsidiaries, net 179,196 - -
Investment in subsidiaries and changes intercompany receivables, net 750,708 269,641 (2,322,072)
Investment in associate (23,832) - -
Net cash provided by (used in) investing activities 906,072 269,052 (2,324,884)
Cash flows provided by (used in) financing activities:
Share issue 1,619,503 635,696 -
Repayment of long-term debt (672,254) (1,579,5651) (288,357)
Net increase (decrease) in bank facility and short-term debt - 143,763 (82,177)
Investment in/ sale of own shares, net (45,084) 128,087 14,876
Receipts of dividend/ group contribution from group companies 400,000 1,462,325 2 400,000
Net cash provided by financing activities 1,302,165 790,320 2,044,342
Net increase (decrease) in cash and cash equivalents 2,020,633 274,470 (22,802)
Effect of exchange rate changes on cash and cash equivalents (65,564) (58,879) 47,714
Cash and cash equivalents at beginning of year 403,798 188,207 163,295
Cash and cash equivalents at end of year 2,358,867 403,798 188,207
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NOTES TO THE FINANCIAL STATEMENTS OF PGS ASA

PETROLEUM GEO-SERVICES ASA

(Parent company unconsolidated financial statements)

NOTES TO THE FINANCIAL STATEMENT

Note 1 - Summary of Significant Accounting Policies

Petroleum Geo-Services Group (“the Company”) has prepared its consolidated financial statements in accordance with
International Financial Reporting Standards (“IFRS”) as adopted by the European Union, while the financial statements for
Petroleum Geo-Services ASA (‘PGS ASA”) are prepared in accordance with accounting principles generally accepted in
Norway (“N GAAP”).

PGS ASA applies the same accounting policies as described in Note 2 in the notes to the consolidated financial statements
where relevant, except that unrealized foreign exchange gain (loss) on long-term intercompany loans is recognized in the
statement of operations. The financial statements are presented in Norwegian Kroner (“NOK”).

Shares in subsidiaries (see Note 6) are presented at cost less any impairment. When the estimated recoverable amount (based
on estimated future cash flows) is lower than the carrying value of the individual shares and intercompany in the subsidiaries,
PGS ASA recognizes impairment charges. If and when estimated recoverable amounts increase, impairment charges are
reversed. There is no fixed plan for repayment of long-term intercompany receivables.

See Note 4 to the consolidated financial statement regarding the sale of Onshore. In 2010 PGS ASA converted long term debt

to equity in some of the disposed entities to fulfill the terms of the sales agreement. PGS ASA recognized a gain of NOK 176.5
million in 2010, mainly due to reversal of previous recognized impairments. See Note 6 for further information.

Note 2 - Interest Expense, Net

Interest expense, net, consists of:
Years ended December 31,

(In thousands of NOK) 2010 2009 2008
Interest income, external 7,340 2,391 12,845
Interest income, intercompany 147,118 342,403 797,366
Interest expense, external (319,787) (386,692) (463,943)
Interest expense, intercompany (142,424) (375,507) (753,929)

Total (307,753) (417,405) (407,661)

Note 3 - Other Financial Iltems, Net

Other financial items, net, consist of:
Years ended December 31,

(In thousands of NOK) 2010 2009 2008
Group contribution received 400,000 1,400,000 2,400,000
Foreign currency (loss) gain (63,740) 1,318,274 (1,793,971)
Amendment fees USD 950 million Credit Facilities (Note 25) (42,895)
Dividends received - 62,325
Gain on repurchase of convertible bonds 25,471 77,097
Instruction fee convertible note --- (39,459)
Other (14,151) (7,634) (7,248)

Total 279,214 2,758,977 675,878
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Note 4 - Income Taxes

Reconciliation of income tax (benefit) expense to taxes computed at nominal tax rate on income before income taxes:
Years ended December 31,

(In thousands of NOK) 2010 2009 2008
Income (loss) before income taxes (600,190) 2,219,333 (383,575)
Norwegian statutory tax rate 28% 28% 28%
Provision (benefit) for income taxes at the statutory rate (168,053) 621,413 (107,401)
Increase (reduction) in income taxes from:
Non-taxable gain on sale of shares in subsidiary, net (29,368) (1,830) -
Impairment (reversal) of shares in subsidiaries 170,033 (77,318) 167,685
Non-taxable dividends/ group contribution (28,506) (92,255) -
Overestimation of taxes calculated previous years - (443,760)
Other permanent items (33,285) 59,652 (363,967)
Changes in the tax losses carried forward (a) (183,559) ---
Change in deferred tax assets not recognized in balance sheet 4,559 (11,728) 5,280
Income tax (benefit) expense (84,620) 314,375 (742,163)

(a) See Note 10 Income taxes in the consolidated financial statement regarding the tax dispute related to the exit of old tonnage tax regime.

In accordance with the Norwegian Preliminary Accounting Standard on taxes, tax reducing and tax increasing temporary
differences are offset, provided the differences can be reversed in the same period. Deferred income taxes are calculated based
on the net temporary differences that exist at year-end.

The tax effects of PGS ASA’s temporary differences are summarized as follows:
December 31,

(In thousands of NOK) 2010 2009
Temporary differences relates to:
Property and equipment (776) (755)
Pension liabilities (6,481) (6,254)
Intercompany receivables (504,212) (528,134)
Unrealized (losses/accruals) gain (17,409) (1,777)
Shares in foreign subsidiaries (90,608) (86,049)
Compensation cost employee share options (8,834) (6,654)
Convertible notes valuation 69,451 68,645
Interest rate swaps (a) (46,055) (49,595)
Tax losses carried forward (590,748) (490,167)
Deferred tax assets (1,195,672) (1,100,740)
Deferred tax assets not recognized in the balance sheet 90,608 86,049
Deferred tax assets (1,105,064) (1,014,691)

(a) Change in deferred tax for interest swaps are recognized directly to shareholder’s equity (see Note 10).

PGS ASA recognizes deferred tax assets when they are “more likely than not” of ultimately being realized.

As of December 31, 2010, PGS ASA has recognized deferred tax assets of NOK 1.1 billion (NOK 1.0 billion as of December 31,
2009) as available evidence, including consolidated budgets, recent profits and estimates of projected near term future taxable
income, supported a more likely than not conclusion that the deferred tax assets would be realized.

Note 5 - Property and Equipment

Property and equipment consists of fixtures, furniture and fittings and are summarized as follows:
December 31,

(In thousands of NOK) 2010 2009
Purchase costs:

Purchase costs as of January 1 90,974 90,385
Additions - 589
Purchase costs as of December 31 90,974 90,974

Accumulated depreciation:

Accumulated depreciation as of January 1 86,806 81,697
Depreciation 2,134 5,109
Accumulated depreciation as of December 31 88,940 86,806

Balance as of December 31 2,034 4,168

Property and equipment is depreciated over 3 to 5 years.
Depreciation and amortization expense, as presented in the statement of operations, include NOK 104,591 in amortization of
licenses for the year ended December 31, 2009 (see Note 7).
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Note 6 - Shares in Subsidiaries

Shares in subsidiaries are recognized in PGS ASA’ balance sheet at cost less any impairment:

Book value as of

Share- December 31, 2010
Registered Number of Total holding (In thousands
office shares share capital (a) Par value of NOK)
PGS Geophysical AS Oslo 1,396,805 NOK 139,680,500 100% NOK 100 2,502,650
PGS Exploration (Nigeria) Ltd. Nigeria 2,000,000 UsD 2,000,000 100% UsD 1 320
Petroleum Geo-Services, Inc. Houston 1,000 USD 1,000 100% uUsD 1 698,838
Petroleum Geo-Services (UK) Ltd. London 222,731,726 GBP 222,731,726 100% GBP 1 1,132,439
Seahouse Insurance Ltd. Bermuda 120,000 UsD 120,000 100% UsD 1 8,165
Multiklient Invest AS Oslo 100,000 NOK 10,000,000 100% NOK 100 989,727
PGS Shipping AS Oslo 4,733,975 NOK 9,467,950 100% NOK 2 1,140,992
Petroleum Geo-Services Asia Pacific
Pte. Ltd. Singapore 100,000 SGD 100,000 100% SGD 1 2,569,207
PGS Investigacao Petrolifera Ltda. Brazil - BRL 5,000 99% BRL --- ---
Hara Skip AS Oslo 1,066,016 NOK 106,601,600 100% NOK 100 304,866
Oslo Seismic Services Ltd. Isle of Man 1 USsD 1 100% USD 1 33,5670
PGS Australia Pty. Ltd. Perth --- --- --- 100% --- --- 49,633
PGS Venezuela de C.A. Venezuela 5,015,000 VEB 5,015,000,000 100% VEB 1,000
PGS Overseas AS Oslo 100 NOK 100,000 100% NOK 1,000 100
PGS Suporte Logistico e Servicos Brazil 12,088,000 BRL 12,088,000 1% BRL 1 369
Ltda.( b)
PGS Japan K.K. Japan 10,000,000 JPY 10,000,000 100% JPY 1 563
PGS Exploration (Norway) AS Oslo 501,000 NOK 501,000 100% NOK 1 11,175
PT PGS Nusantara Indonesia 275 IDR 275,000,000 99.6% IDR 1,000,000 186
Arrow Seismic ASA Bergen 23,500,000 NOK 282,000,000 100% NOK 12 1,428,397
MTEM Ltd Scotland 270,000 GBP 270,000 100% GBP 1 312,316
PGS Falcon AS Oslo 43,195 NOK 4,319,500 100% NOK 100 524,490
PGS Ventures AS Oslo 100 NOK 100,000 100% NOK 1,000 100
PGS Servicos de Mexico SA de CV Mexico 500 MXN 50,000 99.8% MXN 100 23
Total 11,708,126

(a) Voting rights are equivalent to shareholding for all companies.
(b) The remaining 99% shareholding is held by PGS Overseas AS.

In 2003, PGS ASA sold its Atlantis oil and gas activities to Sinochem.
in additional proceeds.

PGS ASA received $1.0 milllion (NOK 5.9 million) in 2010

In 2009, PGS ASA entered into an agreement to sell its Onshore business (“Onshore”) to Geokinetics Inc (“Geokinetics”), see
Note 4 in the consolidated statement. In 2010 PGS ASA converted long term debt to equity in some of the sold entities to fulfill
the agreement. PGS ASA recognized a gain of NOK 176.5 million in 2010, mainly due to reversal of previous recognized

impairments of receivables towards the sold companies.

In 2010, PGS ASA recognized a NOK 607 million impairment charge on the shares in Arrow ASA (NOK 700 million in 2009).
The main reasons for these impairment charges are the cancellation of the new build contracts and impairment charges in the
subsidiaries of Arrow ASA (see Note 18 to the consolidated financial statement). In 2009, PGS ASA also recognized a NOK 500
million impairment on shares in MTEM Ltd, due to the restructuring of the EM business in MTEM Ltd in 2008 and 2009 and NOK
1.4 billion in reversal of previous recognized impairment charges, mainly related to Multiklient Invest AS and PGS Geophysical
AS due to no impairment indicators at year-ended December 31, 2009.

PGS ASA has in 2010 recognized an impairment charge of intercompany receivables of NOK 115 million. In 2009, PGS ASA

recognized a NOK 352 million impairment charge on receivables.

As of December 31, 2010, PGS ASA has accumulated impairment charges related to shares totaling NOK 4.0 billion.

For additional information on impairment of shares in subsidiaries, see Note 1.

Note 7 - Other Financial Long-Term Assets

Other financial long-term assets consist of:

December 31,

(In thousands of NOK) 2010 2009
Warrants Geokinetics Inc. (Note 19) 23,810
Unrealized gain hedge contracts (Note 12) 124
Long-term receivables 8 4

Total 23,942 4
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December 31,

(In thousands of NOK) 2010 2009
Short term receivables 59,592 20,072
Unrealized gain hedge contracts (Note 12) 25,541 98,615
Prepaid expenses 2,294 2,022
Other 885 682

Total 88,312 121,391

Note 9 - Restricted Cash

Restricted cash as of December 31, 2010 and 2009 consists of payroll withholding taxes.

Note 10 - Shareholders’ Equity

Changes in shareholders’ equity for the years ended December 31, 2010 and 2009 are as follows:

Paid-in capital
Additional

Common Own shares, paid-in Shareholders’
(In thousands of NOK) stock par value capital Other equity equity
Balance as of January 1, 2009 540,000 (11,421) 17,228 5,399,086 5,944,893
Share issue; May 28, 2009 54,000 - 587,661 641,661
Transferred treasury shares (MTEM) - 545 - (545) -
Sale of treasury shares 10,876 - 117,211 128,087
Employee share options 9,795 9,795

Interest rate swaps/forward exchange
contracts (net of tax) - - - 103,967 103,967
Repurchase of convertible notes - (109) (109)
Net income 1,904,958 1,904,958
Balance as of December 31, 2009 594,000 614,684 7,524,568 8,733,252
Share issue; November 17, 2010 59,400 - 1,560,103 1,619,503
Acquired treasury shares - (2,711) — (56,858) (59,569)
Exercise employee share options 1,079 - 13,407 14,486
Employee share options 6,233 6,233

Interest rate swaps/forward exchange
contracts (net of tax) - - - 11,034 11,034
Net income (515,570) (515,570)
Balance as of December 31, 2010 653,400 (1,632) 2,181,020 6,976,581 9,809,369

PGS ASA completed a private placement of NOK 1,643,399,834 (approx $274 million) in November 2010 by issuing 19,799,998

new shares at the price of NOK 83 per share. The shares issue has increased the equity by

NOK 1,620 million, net of transaction costs of NOK 23.9 million (net of tax).

PGS ASA completed a private placement of NOK 656,999,964 (approx $119 million) in May 2009 by issuing 17,999,999 new

shares at the price of NOK 36.5 per share and at the same time sold 3,625,223 treasury shares at the same price.

The shares issue has increased the equity by NOK 641.7 million, net of transaction costs of NOK 15.3 million (net of tax). The
proceeds from the sale of treasury shares were NOK 128.1 million, net of transaction cost.

As of December 31, 2010, Petroleum Geo-Services ASA has a share capital of NOK 653,999,991 divided on a total of
217,799,997 shares, of par value NOK 3, each fully paid in. See Note 31 to the consolidated financial statement for further
information about the share capital and authorizations. As of December 31, 2009, Petroleum Geo-Services ASA has a share
capital of NOK 593,999,997 divided on a total of 197,999,999 shares, of par value NOK 3, each fully paid in.
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All shares have equal voting rights and are entitled to dividends. Any distribution of PGS ASA’s equity is dependent on the
approval of the shareholders, and the ability to make distributions is limited by certain debt covenants and Norwegian Corporate
Law (see Note 25 to the consolidated financial statements). A listing of PGS ASA’s largest shareholders is provided in Note 31
to the consolidated financial statements.
PGS ASA'’s holding of treasury shares reconciles as follows:

% of total shares

Treasury shares outstanding

Balance at January 1, 2008 4,111,756 2.28%
Used to fulfil employee share option program in 2008 (a) (123,000)
Used to fulfil deferred considerations, acquired companies (b) (181,767)

Balance at December 31, 2008 3,806,989 2.11%
Sale of treasury shares (3,625,223)
Used to fulfil deferred considerations, acquired companies (b) (181,766)

Balance at December 31, 2009 - -
Acquired treasury shares 903,517
Used to fulfil employee share option program in 2010 (a) (359,536)

Balance at December 31, 2010 543,981 0.25%

(a) See Note 33 to the consolidated financial statements.
(b) See Note 27 to the consolidated financial statements.

The average number of treasury shares in the years ended December 31, 2010 and 2009 were 388,228 and 1,640,293
respectively.

No dividend was distributed in the years ended December 31, 2010, 2009 and 2008.

Note 11 - Debt and Guarantees

Long-term debt
Long-term debt consists of the following:
December 31,

(In thousands of NOK) 2010 2009

Unsecured:

10% Senior Notes, due 2010 - 21,970

Secured:

Term Loan, Libor + margin, due 2015 2,752,618 3,296,722

Convertible notes:

Convertible notes, due 2012 1,869,853 1,774,582
Total debt 4,622,471 5,093,274

Less current portion - (55,783)

Less capitalized loan cost (36,243) (47,237)
Total long-term debt 4,586,228 4,990,254

Aggregate maturities of long-term debt are as follows:

(In thousands of NOK) December 31, 2010

Year of repayment:

2011 -
2012 1,869,853
2013 -
2014 -
2015 2,752,618
Thereafter -

Total 4,622,471

In 2010 PGS ASA made debt repayments of NOK 672 million ($105.3 million), NOK 639 million ($100.0 million) was an optional
prepayment of the term loan B (“Term Loan”) and NOK 24.6 million ($3.8 million) a repayment of the 10% Senior Notes. In
2009, PGS ASA made long-term debt repayments of NOK 1.5 billion ($250 million), which were optional repayments of the
revolving credit facility (“RCF”).

In 2010, PGS ASA made repayments of NOK 648 million ($101.5 million) of the Term Loan, of which NOK 639 million ($100.0
million) was optional (maturing 2015, see below), while in 2009 PGS ASA made no repayments on this loan. The Company has
hedged the interest rate on 64% of the borrowings under the Term Loan (70% in 2009) by entering into interest rate swaps
where the Company receives floating interest rate based on 3 months LIBOR and pays fixed interest rate between 4.60 to
5.34% with a remaining life of 1.5 to 3.75 years. See Note 12 for further information.

The $400.0 million convertible notes were issued in December 2007 and are due 2012. The convertible notes are convertible

into ordinary shares of PGS ASA. The total number of shares to be issued if all convertible notes are converted at the initial
conversion price is 10.2 million ordinary shares, representing 4.68% of PGS ASA’ current issued ordinary share capital. Due to
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repurchases in 2008 and 2009, 8.8 million shares are issuable if all the notes were converted at December 31, 2010. The
conversion price is NOK 216.19 per share and is fixed in USD based upon the fixed exchange rate, which represented a 40%
premium over the volume weighted average price of PGS ASA’s ordinary shares at the time of offering. The fixed rate of
exchange is 5.5188 NOK per 1.00 USD and the coupon has been set at 2.7% per annum payable semi-annually in arrears. The
equity element of the convertible notes was calculated to 17.1% of the nominal value (NOK 375.7 million/$68.4 million) and was
recorded as a direct contribution to accumulated earnings (shareholders’ equity) net of allocated portion of loan costs (NOK 8.2
million/$1.5 million).

PGS ASA'’ senior secured credit facility of NOK 5.5 billion ($950.0 million) consists of an eight-year NOK 3.5 billion ($600.0
million) Term Loan (maturing 2015) and a five-year NOK 2.0 billion ($350.0 million) RCF (originally maturing 2012 and extended
to 2015 in January 2011 The Term Loan, which has no financial maintenance covenants, has a floating interest rate of LIBOR +
175 basis points. The credit agreement generally requires PGS ASA to apply 50% of excess cash flow to repay outstanding
borrowings for periods when the total leverage ratio exceeds 2.5:1 or the senior leverage ratio exceeds 2:1 (see Note 26 to the
consolidated financial statement). Excess cash flow for any period is defined as net cash flow provided by operating activities
less capital expenditures and scheduled debt services during that period, minus capital income taxes to be paid in the next
period and capital expenditure committed in the period but to be paid in future periods. PGS ASA can make optional payments
to reduce the outstanding principal balance at no penalty. The Term Loan is an obligation of PGS ASA and PGS Finance Inc. as
co-borrowers, is secured by pledges of shares of certain material subsidiaries and is guaranteed by the same material
subsidiaries. In addition, PGS ASA may also be able to borrow an additional NOK 2.3 billion ($400.0 million) either as a term
loan or as an RCF, which would be secured by the same collateral that secures the Term Loan and borrowings under the
existing RCF.

The 10% senior notes due were repaid in 2010.

Bank credit facilities

Under the senior secured credit facility established in June 2007, PGS ASA had a RCF of NOK 2.0 billion ($350.0 million)
maturing in 2012. In January 2011 the maturity of the RCF was extended to 2015. The RCF has a NOK 263.3 million ($45.0
million) sub-limit for issuance of letter of credits, whilst the bonding facility (for issuance of bid and performance bonds) included
in this sub-limit under the previous RCF was in June 2007 replaced by a separate NOK 87,75 million ($15.0 million) bonding
facility (later increased to NOK 175.5 million ($30 million)). PGS ASA may borrow USD, or any other currency freely available in
the London banking market to which the lenders have given prior consent, under the RCF for working capital and for general
corporate purposes. Borrowings under the RCF bear interest at a rate equal to LIBOR plus a margin of 1.5%, this margin
increased to 2.25% after the extension of the facility in January 2011.

At December 31, 2010 and 2009, PGS ASA had zero outstanding under the RCF, NOK 21.1 million ($3.6 million) and NOK 23.6
million ($4.1million), respectively, of standby letters of credit were outstanding under the RCF with an applicable margin of 1.5%
per annum, and NOK 13.5 million ($2.3 million) and NOK 45.0 million ($7.8 million), respectively, of bid and performance bonds
were drawn under the separate bonding facility of $30 million, with an applicable margin of 1.4%.

PGS ASA has further a smaller NOK 11.7 million ($2 million) bid and performance bond facility intended for regional use.

PGS ASA has also an overdraft facility of NOK 50.0 million as part of the Norwegian cash pooling arrangement. This facility will
continue until cancelled.

Long-term intercompany debt
There is no fixed plan for repayment of long-term intercompany debt.

Covenants
In addition to customary representations and warranties, PGS ASA’s loan and lease agreements include various covenants.
See Note 25 to the consolidated financial statements for additional information.

Letters of credit and guarantees

PGS ASA had aggregate outstanding letters of credit and related types of guarantees (inlc. counter guarantees), not reflected in
the accompanying financial statements, of NOK 227.6 million ($38.1 million) and NOK 128.5 million

($ 22.3 million) as of December 31, 2010 and 2009, respectively.
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Note 12 - Financial Instruments

Fair values of financial instruments

The carrying amounts of cash and cash equivalents, restricted cash, accounts receivable, accrued revenues, other current
assets, accounts payable and accrued expenses approximate their respective fair values because of the short maturities of
those instruments. The carrying amounts and the estimated fair values of debt instruments are summarized as follows:

December 31, 2010 December 31, 2009
Carrying Notional Fair Carrying Notional Fair

(In thousands of NOK) Amounts amounts values amounts amounts values
Loans measured at amortized cost:

Long-term debt (Note 11) 4,622,471 --- 4,497,002 5,093,274 4,671,052
Derivatives measured at fair value through
shareholders’ equity:

Interest rate swaps/future interest rate

agreements, net unrealized (loss) gain (a) (164,484) 1,755,000 (164,484) (177,129) 2,161,313 (177,129)
Derivatives measured at fair value through
statement of operations:

Forward exchange contracts, net

unrealized (loss) gain (a) (205) 1,406,673 (205) 83,041 1,838,309 83,041

Interest rate swaps, net unrealized (loss)

gain (a) --- --- (6,184) 144,088 (6,184)

(a) The carrying amounts of forward exchange contracts and interest rate swaps are classified in the balance sheet as

follows:
December 31,

(In thousands of NOK) 2010 2009
Interest rate swaps, net (qualifying hedges) (164,484) (177,129)
Forward exchange contracts, net (205) 83,041
Interest rate swaps, net (6,184)

Total (164,689) (100,272)
Classified as follows:
Other financial long-term assets (long-term unrealized gain) (Note 7 ) 124 ---
Other current asset (short-term unrealized gain) (Note 8) 25,541 98,615
Other long-term liabilities (long-term unrealized loss) (Note 13) (166,518) (162,938)
Accrued expenses (short-term unrealized loss) (Note 16) (23,836) (35,949)

Total (164,689) (100,272)

The fair values of the long-term debt instruments, forward exchange contracts and interest rate swaps are estimated using
quotes obtained from dealers in such financial instruments or latest quoted prices at Reuters or Bloomberg.

The fair value of the liability component of convertible notes is determined by either obtaining quotes from dealers in the
instrument or discounting the contractual stream of future cash flows (interest and principal) to the present value at the current
rate of interest applicable to instruments of comparable credit status and providing substantially the same cash flows on the
same terms, but without the equity component.

Interest rate exposure

PGS ASA is subject to interest rate risk on debt, including capital leases. The risk is managed through using a combination of
fixed- and variable- rate debt, together with interest rate swaps and future interest rate agreements, where appropriate, to fix or
lower the borrowing costs.

As of December 31, 2010, PGS ASA has outstanding interest rate swaps in the aggregate notional amount of

NOK 1.8 billion ($300 millions) relating to the Term Loan established in June 2007 (see Note 11) (NOK 2.3 billion -

$400 million as at December 31, 2009). Under the interest rate swap agreements PGS ASA receives floating interest rate
payments and pays fixed interest rate payments. The weighted average fixed interest rates under the contracts are as follows:
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December 31, 2010 December 31, 2009
Notional amounts Weighted average Notional amounts Weighted average
Matures in: ($ thousands) fixed interest rate ($ thousands) fixed interest rate
1 year - 100,000 5.17%
1-2vyears 200,000 5.05%
2 -3 years --- 200,000 5.05%
3 -4 years 100,000 5.18%
4 -5 years --- --- 100,000 5.18%
> b years -
Total 300,000 5.09% 400,000 5.11%

The aggregate negative fair value of these interest rate swap agreements at December 31, 2010 and 2009 was
NOK164.5 million ($28.1 million) and NOK 183.3 million ($31.8 million), respectively.

Interest rate hedge accounting

As of December 31, 2010, all of the interest rate swaps, notional amount $300.0 million, were accounted for as cash flow
hedges ($375.0 million of a total $400 million in December 31, 2009). In the years ended December 31, 2010 and 2009, the
value of these instruments were recorded as a reduction in other equity as the effective portion of the designated and qualifying
hedging instrument (see Note 10).

Foreign exchange rate exposure

PGS ASA is exposed to currency fluctuation due to a predominantly USD-based revenue stream, while the expenses are
incurred in various currencies. The larger expense currencies other than the USD are GBP, NOK and EUR. PGS ASA maintain
a foreign-currency risk management strategy that uses foreign currency exchange contracts to protect against fluctuations in
cash flow caused by volatility in currency exchange rates.

In 2010, PGS ASA continued a foreign currency hedging program by entering into NOK, GBP, SGD, EUR and BRL on forward
contracts. As of December 31, 2010, PGS ASA has open forward contracts to buy and sell GBP, NOK, SGD, BRL and EUR
amounting to approximately NOK 1.4 billion ($241 million) (notional amount) with a negative fair value of

NOK 0.2 million ($0.1 million). As of December 31, 2009, PGS ASA had open forward contracts to buy GBP, NOK, SGD, BRL
and EUR amounting to approximately NOK 1.8 billion ($319 million) (notional amount) with a positive fair value of

NOK 83 million ($14.4 million).

Foreign exchange rate hedge accounting

As of December 31, 2010 and 2009 none of the total notional amount of foreign exchange contracts was accounted for as fair
value hedges.
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Note 13 - Other Long-Term Liabilities

Other long-term liabilities consist of:

December 31,

(In thousands of NOK) 2010 2009
Unrealized loss hedge contracts (Note 12) 166,518 162,938
Pension liability (Note 14) 23,147 22,461
Other long-term liabilities 2,048 3,701

Total 191,713 189,100

Note 14 - Pension Obligations

Defined benefit plan

PGS ASA sponsors a defined benefit pension plan for its Norwegian employees, comprising 7 persons. This plan is funded

through contributions to an insurance company, after which the insurance company undertake the responsibility to pay out the
pensions. It is PGS ASA’s general practice to fund amounts to this defined benefit plan, which is sufficient to meet the
applicable statutory requirements. As of January 1, 2005, the defined benefit plan was closed for further entrants and a new

defined contribution plan was established for new employees (see separate section below).

PGS ASA is required to maintain a pension plan in accordance with the Norwegian Pension Benefit Act. The pension plans of

PGS ASA comply with the requirements set forth in the Norwegian Pension Benefit Act.

Net periodic pension costs for PGS ASA’s defined benefit pension plan are summarized as follows:

Years ended December 31,

(In thousands of NOK) 2010 2009 2008
Service costs 2,857 3,052 2,430
Interest cost 833 658 859
Expected return on plan assets (763) (668) (424)
Amortization of actuarial gain (1,254) (1,010) (231)
Adjustment prior service cost - 710 -—-
Administrative costs 41 39 77
Payroll tax 419 434 415

Net periodic pension costs 2,133 3,215 3,126

The pension liability has been calculated based on the underlying economic realities. The aggregate funded status on the plan

and amounts recognized in PGS ASA’s balance sheet is as follows:

December 31,

(In thousands of NOK) 2010 2009
Funded status 3,642 5,978
Unrecognized actuarial loss 18,862 15,640
Accrued payroll tax 643 843
Net pension liability 23,147 22,461
Net amount recognized as accrued pension liability is presented as other long-term liabilities (see Note 13).
Assumptions used to determine benefit obligations:
December 31,
2010 2009
Discount rate 4.0% 4.5%
Return on plan assets 5.4% 5.7%
Compensation increase 4.0% 4.0%
Annual adjustment to pensions 1.3% 1.4%

Defined contribution plan

As described above under “Defined Benefit Plan”, as of January 1, 2005, PGS ASA closed the defined benefit plan for further
entrants and a new defined contribution plan was established for new employees. PGS ASA’s contributions to this plan for the

years ended December 31, 2010 and 2009 was NOK 1.1 million and NOK 0.8 million, respectively.
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Note 15 - Commitments

PGS ASA’s operating lease commitments relates to corporate administration and expires on various dates through 2014. Future
minimum payments related to non-cancelable operating leases existing at December 31, 2010 are as follows:

(In thousands of NOK) December 31, 2010
2011 4,687
2012 4,687
2013 4,687
2014 1,211

Total 15,272

Rental expense for operating leases, including leases with terms of less than one year, was NOK 11.2 million,
NOK 11.2 million and NOK 11.0 million for the years ended December 31, 2010, 2009 and 2008, respectively.

Note 16 - Accrued Expenses

Accrued expenses consist of the following:
December 31,

(In thousands of NOK) 2010 2009
Foreign taxes 46,401 45,496
Accrued unrealized loss hedging (Note 12) 23,836 35,949
Accrued salary (including bonus) 23,362 19,277
Accrued interest expense 4,906 5,381
Other 8,987 28,445

Total 107,492 134,548
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NOTES TO THE FINANCIAL STATEMENTS OF PGS ASA

Note 17 - Salaries and Other Personnel Costs, Number of Employees, and Remuneration to
the Board of Directors, Executive Officers and Auditors

Salary and social expenses that are included in cost of sales and selling and general and administrative costs consist of:

Years ended December 31,

(In thousands of NOK) 2010 2009 2008
Salaries and bonus 58,880 53,148 57,130
Social security 9,632 7,484 6,866
Pension 4,349 3,994 4,136
Other benefits 379 4,030 4,299

Total 73,240 68,656 72,431

As of December 31, 2010, PGS ASA had 30 full time employees. Average labor years for the years ended December 31, 2010
and 2009 were 28 and 28, respectively.

Compensation to Board of Directors, CEO and Other Executive Officers
For a full listing of Board of Directors, CEO and Other Executive Officers and their compensation, see Note 34 to the
consolidated financial statements.

Share option programs

In the third quarter of 2006, the second quarter of 2008, the second quarter of 2009 and in second quarter of 2010 PGS ASA
established employee share option programs and granted options to certain key employees, see Note 33 to the consolidated
financial statements. For the years ended December 31, 2010, 2009 and 2008, PGS ASA recorded compensation costs of NOK
6.2 million, NOK 9.8 million and NOK 7.5 million, respectively, recognized in additional paid-in capital. Total net unrecognized
compensation cost as of December 31, 2010 was NOK 8.0 million (related to non-vested share-based options), which is
expected to be recognized over a period of 3.5 years (main portion within 1 year).

In 2010, 359,536 options were exercised. PGS ASA used own treasury shares to facilitate these transactions and recognized
NOK 14.5 million in shareholders’ equity in 2010. No options were exercised during 2009.

Remuneration of auditor
Fees for audit and other services provided by PGS ASA’s auditor are as follows (exclusive VAT and inclusive out of pocket
expenses):

Years ended December 31,

(In thousands of NOK) 2010 2009 2008
Audit fees 3,435 3,648 3,189
Other attestation services (a) 817 8,331 ---
Fees for tax services (b) 35 188
All other fees 142 398 31

Total 4,429 12,277 3,408

(a) Other attestation services for 2009 include fees related to attestation services in connection with the sale of Onshore completed in 2010.
(b) Include fees for tax filing services and other tax assistance.
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Note 18 - Warranties
Petroleum Geo-Services ASA provides letters of credit and related types of guarantees on behalf of subsidiaries, which normally
are claimed in contractual relationships were subsidiaries are contracting parties. These guarantees are considered to be

ordinary in contractual relationships, as well as in PGS ASA’s ordinary operations. See also Note 25 to the consolidated
financial statements.

Note 19 - Investment in Associated Company

Investments in associates are recognized in PGS ASA’ balance sheet at cost less any impairment:

Share of
income/(loss) in year Equity as of Book value as of
Ownership ended December 31, 2010 December 31,
Registered as of December 31, 2010 (In thousands 2010
office December (In thousands of USD) (In thousands
31,2010 of USD) of NOK)
Geokinetics Inc United 12.2% (12,960) 46,464 112,515

States

The Geokinetics investment was a part of the Onshore transaction closed at February 12, 2010, see Note 4 to the consolidated
financial statement for further information. The fair value of the shares received was NOK 112.5 million.

In fourth quarter 2010, PGS group invested additional $10 million (NOK 58.5 million) in 40,000 preferred stocks and 1,165,000
warrants in Geokinetics. The warrants has been valued to NOK 23.8 million using a Black-Scholes option price model as of
December 31, 2010 and presented as other financial long-term assets (see Note 7). The remaining value has been allocated to
the preferred shares and has been included as part of the investment in Geokinetics held by a subsidiary of PGS ASA.
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KPMG AS Telephone +47 04063

P.O. Box 7000 Majorstuen Fax +47 22 60 96 01
Serkedalsveien 6 Internet  www.kpmg.no
N-0306 Oslo Enterprise 935 174 627 MVA

To the Annual Shareholders’ Meeting of Petroleum Geo-Services ASA
INDEPENDENT AUDITOR’S REPORT

Report on the Financial Statements

We have audited the accompanying financial statements of Petroleum Geo-Services ASA, which
comprise the financial statements of the parent company Petroleum Geo-Services ASA and the
consolidated financial statements of Petroleum Geo-Services ASA and its subsidiaries. The
parent company’s financial statements comprise the balance sheet as at 31 December, 2010, the
statement of operations and statement of cash flow for the year then ended, and a summary of
significant accounting policies and other explanatory information. The consolidated financial
statements comprise the statement of financial position, the statement of operations, the statement
of comprehensive income, statement of changes in shareholder’s equity and statement of cash
flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

The Board of Directors and the Chief Executive Officer’s Responsibility for the Financial
Statements

The Board of Directors and the Chief Executive Officer are responsible for the preparation and
fair presentation of the parent company financial statements in accordance with the Norwegian
Accounting Act and generally accepted accounting standards and practices in Norway and for
the consolidated financial statements in accordance with International Financial Reporting
Standards as adopted by the EU, and for such internal control as the Board of Directors and the
Chief Executive Officer determine is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with laws, regulations, and auditing standards and practices
generally accepted in Norway, including International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

Offices in

Oslo Hamar Sandefjord

Alta Haugesund Sandnessjgen

Arendal Kristiansand Stavanger
KPMG AS, a Norwegian member firm of the KPMG network of independent ~ Bergen Larvik- Stord
member firms afliliated with KPMG International Cooperative ("KPMG Bode Mo i Rana Tromsa
International”), a Swiss entity Elverum Molde Trondheim

Finnsnes Narvik Tonsberg
iserte revisorer av Den norske Revi ing Grimstad Raros Alesund
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Independent auditor's report
Petroleum Geo-Services ASA

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion on the separate financial statement

In our opinion, the parent company’s financial statements give a true and fair view of the
financial position of Petroleum Geo-Services ASA as at 31 December, 2010, and of its financial
performance and its cash flows for the year then ended in accordance with the Norwegian
Accounting Act and accounting standards and practices generally accepted in Norway.

Opinion on the consolidated financial statements

In our opinion, the consolidated financial statements give a true and fair view of the financial
position of Petroleum Geo-Services ASA and its subsidiaries as at 31 December, 2010, and of its
financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards as adopted by the EU.

Report on Other Legal and Regulatory Requirements
Opinion on the Board of Directors’ report

Based on our audit of the financial statements as described above, it is our opinion that the
information presented in the Board of Directors’ report concerning the financial statements, the
going concern assumption, and coverage of the loss is consistent with the financial statements
and complies with the law and regulations.

Opinion on Accounting Registration and Documentation

Based on our audit of the financial statements as described above, and control procedures we
have considered necessary in accordance with the International Standard on Assurance
Engagements (ISAE) 3000, «Assurance Engagements Other than Audits or Reviews of Historical
Financial Informationy, it is our opinion that the company’s management has fulfilled its duty to
produce a proper and clearly set out registration and documentation of the company’s accounting
information in accordance with the law and bookkeeping standards and practices generally
accepted in Norway.

Oslo, 21 March 2011
KPMG AS
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