








PREVIOUS EMPLOYERS

DNO International/NOIL/Det norske oljeselskap
M Statoil Hydro/Norsk Hydro/Saga Petroleum
B PGS/ABB
B Exxon/Esso Norge
B Other

EXPERIENCE

0-10 years
M 11-20 years
B 21-30 years




EVERY VOICE COUNTS IN OUR TEAM

2010 was a year of excellent progress for
Spring Energy and we recognise that this
would not have been possible without the
support of our strong team of skilled and
committed employees. Our people give us
our competitive advantage and are our great-

est asset. We have worked hard to build a team

of exceptional people with complementary
skills, experience and competence across all
areas of our business. We pride ourselves on
our enthusiastic and motivational team spirit
as we believe that every person counts in our
team, at every level of the business.

It is important that we all recognise and

adhere to the corporate ethos of the company

and as the company grows we aim to ensure
that our strong corporate values remain the
same. Together we recognise that we are
responsible for the success of the Company
and the return of value to our shareholders
and other stakeholders. We ensure that each
member of our team is clear about our
strategy and vision and the role they will play
in delivering our corporate goals. We provide
a safe and stimulating environment which
nurtures creativity and innovation encourag-
ing each member of the team to not only
apply their existing skills and experience but
to also think of the business as a whole and
adopt a commercial approach. We welcome
contributions and suggestions from all
members of our team at regular management
and team meetings.

FUNCTION

Administration and finance
B Development planning
M Drilling
M Exploration and subsurface
B Production and business development

It is the Company’s policy that, in return for
a valuable contribution to the company’s
success, each employee is rewarded. In
addition to a competitive compensation and
rewards package based on the success of the
company as a whole and on individual per-
formance and commitment, all management
and employees are given the opportunity to
become shareholders in the Company. Our
bonus structure is designed to enable each
employee to invest in Company shares so
that their contribution to its growth may be
directly rewarded.

It is important to continue to retain and

EDUCATION

Data management
B Finance and business administration
B Geology
B Geophysics
B Petroleum engineering

g
|5

attract good people and so we invest con-
tinuously in professional training and personal
development in order to develop new areas
of competency and create an environment
that is both exciting and challenging and will
meet career aspirations. In 2010 we recruited
six new members of staft bringing the total
number of employees to twenty nine. Staff
turnover was zero.

We are an equal opportunity employer and

do not discriminate on the grounds of gender,
disability or race.

GENDER

B Male
B Female
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MANAGEMENT

ROAR TESSEM

Position:
Chief Executive Officer

Born:
1956

Education:

Master of Science, Petroleum
Engineering from NTNU,
Trondheim, Norway

Previous positions:
Det norske oljeselskap AS:
Managing Director

PGS Reservoir Consultants:
Managing Director

DNO, Deminex, Norske Shell
and Elf Aquitaine:Various
technical positions

Experience:

Various managerial and technical
positions within the E&P
industry, both in oil and gas
companies as well as in the oil
service industry

LARS HUSBY

Position:
Chief Financial Officer

Born:
1969

Education:

Master of Business and Adminis-
tration from Norwegian School
of Economics and Business
Administration, Bergen.

Bachelor with Honors in
Business and Administration
from Heriot-Watt University,
Edinburgh, Scotland

Previous positions:
Opra Technologies ASA: Chief’
Financial Officer

DNO ASA: Finance Manager

Norske Skogindustrier ASA: Au-
dit Manager/Business Controller

Experience:

Experience from various finance
related positions, both in large
listed companies and in start-ups
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PER-GUSTAV
GRANHOLM

Position:
Director Exploration

Born:
1960

Education:

Master of Science, Applied
Geophysics from University of
Oslo, Norway

Previous positions:
Det norske oljeselskap/NOIL

Energy: Exploration Manager

Pelican/DONG Norge: Advisor
and Chief Geophysicist

PSS-Geo: Co-founder and

General Manager

Exxon New Orleans: R eservoir
Geophysicist

Saga Petroleum:Various G&G
positions

Experience:

Various positions within

E & P industry with main focus
on exploration and prospect
evaluation

JORN ROKK

Position:
Director Production and Business
Development

Born:
1967

Education:

Master of Science in Petroleum
Engineering from NTNU,
Trondheim, Norway

Previous positions:

Det norske oljeselskap AS: Chief
Reservoir Engineer, Business
Development responsible on
NCS & UKCS

PGS Reservoir Consultants:
Principal Reservoir Engineer,
Business Development for PGS
Production

Esso Norge AS: Reservoir
Coordinator-Jotun Project;
Senior Reservoir Engineer

Imperial Oil (Canada): Reservoir
Operations Engineer

Experience:

Various technical and business
development positions within the
E&P industry



JOHN MAGNE
BIRKELAND

Position:
Director HSEQ

Born:
1962

Education:

Bachelor of Business Administra-
tion from the Norwegian School
of Management, Oslo, Norway

Master of Management
Program (Energy and Interna-
tional Management) from the
Norwegian School of Mana-
gement, Oslo, Norway

Previous positions:
Acona CMG AS: HSEQ
Manager and Senior Partner

Scandpower Risk Management:
Principal Consultant

Office of the Auditor General,
Senior Auditor

Experience:

Various managerial positions with
main focus on risk management
issues

JAN CHRISTIAN
ELLEFSEN

Position:
Director Development and
Facilities

Born:
1964

Education:
Royal Naval Academy, Bergen,
Norway.

Bachelor with Honors in Oft-
shore Mechanical Engineering
from Heriot-Watt University,
Edinburgh, Scotland

Previous positions:
Aibel/Vetco Aibel:Vice President
Floating Production, Project
Director.

ABB:Vice President Engineering,
Department Manager (Project
Management)

Umoe: HSEQ Manager

DNV: Senior Safety and
R eliability Engineer

Experience:

Experience from various
managerial and technical
positions within the E&P and oil
service industry

BJARNE SYRSTAD

Position:
Director Drilling

Born:
1968

Education:

Master of Science, Petroleum
Engineering from NTNU,
Trondheim, Norway

Previous positions:
Det norske oljeselskap ASA:
Drilling Manager

DNO: Drilling Manager

Norsk Hydro E&P: Drilling
Superintendant and

Head of Drilling Technology

Experience:

Various positions within E&P
companies with main focus on
the NCS, but also supported
several drilling and technology
project in the Middle East and
Gulf of Mexico
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THORLEIF ENGER

Position:
Chairman of the Board

Elected:
2008

Born:
1943

Committees:
Remuneration Committee

Nationality:
Norwegian

Other board positions:

FMC Technologies, Acergy,
Marine Harvest, Agrinos, Hitec-
Vision

Education:
Ph.D. from the University of
Colorado in USA

Experience:

More than 30 years of experience
from various oil and gas related
companies
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GUNNAR HALVORSEN

Position:
Board Member (HitecVision)

Elected:
2008

Committees:
Remuneration Committee

Born:
1961

Nationality:
Norwegian

Other board positions:
None

Education:

Master of Science from
University of Colorado, Boulder,
USA. Bachelor of Business and
Administration, University of
‘Wisconsin, USA

Experience:

20 years of experience ranging
from the E&P industry to finance
and banking

DAG W. REYNOLDS

Position:
Board Member

Elected:
2008

Commiittees:
None

Born:
1965

Nationality:
Norwegian

Other board positions:
None

Education:
Master of Science from
University of Oslo, Norway

Experience:
More than 20 years experience in
the offshore industry



PAL REIULF OLSEN

Position:
Board Member (HitecVision)

Elected:
2010

Committees:
None

Born:
1959

Nationality:
Norwegian

Other board positions:
None

Education:

CPA authorisation

Master of Business and Admini-
stration from Norwegian School
of Economics and Business
Administration, Bergen, Norway

Experience:

More than 20 years of experience
from investment banking and the
oil and gas sector

ROB ARNOTT

Position:
Board Member

Elected:
2010

Committees:
None

Born:
1958

Nationality:

British

Other board positions:
Petroceltic International PLC,
Impax Environmental Markets
PLC

Education:
D.Phil from the University of
Oxford

Experience:

Opver 25 years experience in the
oil and gas business including 10
years in investment banking
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DIRECTORS' REPORT 2010

2010 marked a milestone in the development of Spring Energy. Not only did the Company remain focused on
its strategy of pursuing attractive growth opportunities on the Norwegian Continental Shelf but it also locked
in the value of some of its exploration discoveries through a major asset sale to Talisman Energy Norway AS
("Talisman") for USD 130 million, of which USD 15 million, provided certain criteria is met, will be booked in
the 2011 consolidated financial statements.

During the year, Spring Energy recorded significant exploration success in PL 475BS where an oil and gas
discovery was made in the Maria prospect. An additional four licenses were awarded in the APA 2009 award
and a further three licenses in the recently announced APA 2010 award. This brings the total number of
Norwegian Continental Shelf licenses in our portfolio to 24, after disposals. Prior to the asset sale, Spring
Energy’s contingent resources had almost doubled year on year to 62 MMboe.

Spring Energy added significant value to shareholders by selling its interests in PL 378 and PL 375, the
Grosbeak and Beta discoveries, and a 20% stake in PL 551 to Talisman. This was entirely consistent with the
Company's selective approach to developments whereby it will exit the assets should the execution risk and
capital commitment prove too high for Spring Energy.

Spring Energy delivered profits for 2010, its third year of trading, reflecting the benefit of the major asset
sale. This enabled it to provide for a dividend of NOK 795.8 million in the 2010 financial statements. Hitec-
Vision (by the company through which it holds shares in the Company) and management have recommitted
a significant proportion of the dividend payment to further investments in the Company. If the full amount
of the commitment is invested, HitecVision will have invested USD 210 million in the Company. This is in line
with Spring Energy’s core strategy to provide shareholders with liquidity while it may have access to capital
resources of more than USD 140 million.
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ABOUT SPRING ENERGY

Established in October 2007 with opera-
tions commencing on 1 March 2008, Spring
Energy is an exploration, development and
production focused oil and gas company.
The Company’s main business is to explore
for, develop and produce oil and natural gas.
Spring Energy is headquartered in Oslo,
Norway.

Spring Energy’s financial statements are
prepared on a consolidated basis. For ease of
reference throughout this Directors’ Report,
terms “the Group”, “the Company” and
“Spring Energy” are used to refer collec-
tively to Spring Energy Norway AS and its
subsidiary Spring Energy Exploration AS. This
Directors’ report covers the activities of both
the Group and of the Parent company.

STRATEGIC ACHIEVEMENTS

During 2010 Spring Energy has successfully
accomplished many of the milestones the
Company set out to achieve:

* Its portfolio of contingent resources has
grown significantly to 62 MMboe (prior to
asset sales) from 30.9 MMboe at the year
end 2009. This has been achieved through
successtul exploration and a value accretive
asset transaction.

* In line with its strategy of maximising
value two of the Company’s discoveries

NUMBER OF
LICENSES

2008 2009

B Number of licenses
M Sale and relinquishment

were sold for USD 130 million.

* The Group recorded net profit for the year
of NOK 534.3 million, its third year of
trading, after realising the gain from the sale
of the Grosbeak and Beta discoveries.

* As a result of the asset sale the Company
has been able to declare a dividend to
shareholders of NOK 795.8 million. With
the capital recommitted to the Company
by investors, it is in a strong position to
fulfil all of its obligations on the NCS.

* The exploration loan facility was increased
during the year to NOK 1.5 billion and
extended to 2013.

THE FINANCIAL STATEMENTS

Pursuant to the § 3-3a of the Norwegian
Accounting Act the Board of Directors
confirms that the conditions for continued
operations as a going concern are present
for the Parent Company and for the Group
and that the annual financial statements for
2010 have been prepared on the basis of this
presumption.

The Board of Directors of Spring Energy
Norway AS expresses that the annual financial
statements for the Parent company and for
the Group represent a true and fair view of
the financial position at 31 December 2010.

CONTINGENT
RESOURCES

60
40
20

0

2008 2009

W Contingent resources
B Contingent resources - sold

The annual financial statements for the Parent
Company and for the Group have been
prepared according to NGAAP (Norwegian
Generally Accepted Accounting Principles).
The reporting period for the financial state-
ments is 1 January 2010 to 31 December
2010.

CONSOLIDATED INCOME STATEMENTS

Profit / loss (-) from operating activities was
NOK 434.2 million in 2010, compared to
NOK -135.8 million in 2009.The increase
in profit was primarily attributable to a gain
realised as part of selling interests in PL 378
and PL 375, the Grosbeak and Beta discover-
ies, and a 20% stake in PL 551 to Talisman.

Revenues from crude oil and gas sales was
NOK 129.0 million in 2010 reflecting the
production from the first producing asset in
the Company's portfolio, the Brage field. The
Company did not have revenues from crude
oil and gas sales in 2009.

Gain from sales of licenses was NOK 683.2
million in 2010, compared to NOK 89.5
million in 2009.The gain in 2010 was mainly
related to the assets sold to Talisman. The gain
in 2009 related to a swap of a 5% interest

in PL 378 (Grosbeak discovery) for a 2.5%
interest in the Brage field.

Exploration costs with the exception of

acquisition costs of licenses and drilling costs

REVENUE FROM CRUDE
OIL AND GAS SALES

NOK mill

2009
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of exploration wells, are charged to expense
as incurred. Drilling costs of exploration
wells are temporarily capitalised pending
the determination of oil and gas reserves. If
reserves are not found, the drilling costs of
exploration wells are expensed. Exploration
expenses consist of the expensed portion

of the Company’s exploration expenditure
in 2010 and expensed capitalised explora-
tion expenses from previous year. Explora-
tion expenses as presented in the income
statement also include a share of salaries and
related expenses and other indirect adminis-
trative expenses reclassified using allocation
keys based on time writing.

In 2010, the exploration expenses were
NOK 236.7 million, up 13% from 2009.
The increase was due to expensed capitalised
costs related to PL 344 and PL 344B due to
relinquishment, dry well expenses on PL 337
and higher own exploration cost.

Net financial items amounted to a loss of
NOK -66.0 million, compared to a loss of
NOK -11.1 million in 2009. The negative
change is mainly related to the increase in
the exploration loan facility in 2010 and net
exchange loss due to the year-end USD cash
position.

Profit/loss (-) before income tax at the end
of 2010 amounted to NOK 368.2 million,
an increase from the NOK —147.0 million

GAIN FROM SALES
OF LICENSES

NOK mill
0o

2009

reported at the end of 2009.

For 2010 Spring Energy incurred an income
tax benefit of NOK 166.0 million, down
from NOK 179.1 million for 2009.

Net profit was NOK 534.3 million in 2010,
compared to NOK 32.1 million in 2009.The
increase of NOK 502.2 million is mainly due
to the gain from sale of licenses, partly offset
by increased exploration expenses and net
financial items.

CONSOLIDATED CASH FLOW STATEMENTS
Spring Energy generated cash from operating
activities of NOK 154.2 million, an improve-
ment of NOK 119.8 million over the NOK
34.4 million figure for 2009. The improve-
ment in cash flow from operating activities is
mainly due to increased income tax refunded,
partly offset by a decrease in cash flow from
underlying operations and an increase in cash
flow used due to changes in working capital.

Net cash flow from investing activities
amounted to NOK 339.0 million in 2010,
compared to a net cash flow used in investing
activities of NOK -280.2 million in 2009.
The investment in exploration and evalua-
tion assets amounted to NOK -508.1 million,
an increase of NOK -228.9 million from last
year reflecting Spring Energy high explora-
tion activity in 2010.

NET PROFIT/ (LOSS)

NOK mill

2008 2009
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The investment in exploration and evalua-
tion assets in 2010 mainly relate to acquisition
cost of licenses PL 337 and PL 375, as well

as drilling costs on PL 375 and PL 475 BS,
where oil and gas were discovered in the Beta
and Maria prospects. Despite higher invest-
ments, the Group generated a positive cash
flow from investing activities of NOK 339.0
million, mainly due to the sale of its interests
in PL 378 and PL 375, the Grosbeak and Beta
discoveries, and a 20% stake in PL 551 to
Talisman.

After investing activities, the Group had a
positive cash flow of NOK 493.2 million in
2010, compared to a negative cash flow of
NOK -245.8 million in 2009.

Net cash flow from financing activities was
NOK 203.0 million in 2010. This figure
comprises proceeds from borrowings of NOK
49.7 million under the Company’s explora-
tion loan facility, the net share issues of NOK
183.2 million as well as financial expenses.

At the end of 2010 cash and cash equivalents
was NOK 805.3 million, up from NOK
109.1 million reported at the end of 2009.
The increase is mainly due to the sale of
licenses.

CONSOLIDATED BALANCE SHEETS
The total assets amounted to NOK 1 735.3
million at the end of 2010, of which total non-

CASH AND CASH
EQUIVALENTS

2009




current assets represented NOK 480.5 million.

Oil and gas properties at the end of 2010
amounted to NOK 112.7 million, this relates
entirely to the 2.5% working interest in the
Brage field acquired in 2009.

As described earlier in this report, Spring
Energy accounts for its oil and gas activities
according to the ‘successtul efforts’ method.
According to the successful efforts method,
all drilling costs of successtul exploration and
appraisal wells are capitalised.

At the end of 2010, capitalised exploration
and acquisition cost amounted to NOK
345.2 million, up from NOK 222.6 million at
the end of 2009. The increase of NOK 122.6
million was mainly contributed by significant
exploration and appraisal success in PL 475BS
where oil and gas were discovered in the
Maria prospect.

Tax receivable amounts to NOK 390.2
million, up from NOK 382.5 million at the
end of 2009.This follows a step up in the
Company’s exploration and appraisal activities
from last year.

Year-end cash position amounted to NOK
805.3 million, an increase of NOK 696.2

million when compared to last year.

Considering the proposed dividend of NOK

TOTAL
ASSETS

2009

795.8 million for 2010, the equity amounted
to NOK 216.3 million at year-end, down
from NOK 297.9 million at year-end 2009.
Total interest bearing debt was NOK 314.4
million at the end of 2010, representing
drawdowns on the revolving exploration loan
facility signed with Skandinaviska Enskilda
Banken, BNP Paribas and DnB NOR in
2010.

ALLOCATION OF PROFIT FOR THE YEAR

In 2010, Spring Energy Norway AS, posted a
profit of NOK 547.7 million. The Board of
Directors proposes the following allocation
(NOK million):

Transterred from other equity -248.1
Provision for dividends 795.8
Total 547.7

Free equity before proposed dividend

amounted to NOK 870.4 million at year-end.

EVENTS AFTER THE BALANCE SHEET DATE
In January 2011 Spring Energy was awarded
three licenses in the APA 2010 round.
Following the award the Group now holds

a total of 24 licenses on the Norwegian
Continental Shelf.

RISK FACTORS

Spring Energy is subject to a variety of inher-
ent risks deriving from the nature of the oil
and gas exploration and production business.

OIL AND GAS
PROPERTIES

2009

The Board of Directors is responsible for the
development of a risk management strategy
and processes within the Group and for over-
seeing the implementation of the require-
ments of this strategy. It does this by ensuring
that the framework for the identification,
assessment, mitigation and reporting on all
areas of risk is “fit for purpose” and that ap-
propriate systems and procedures are in place
in relation to these risks.

The Group’s strategic risk identification
process feeds into the annual strategy review
as part of the overall annual planning cycle.
Annual objectives and targets covering key
company activities are established with the
identification, management and reporting of
risk as an integral part of the process.

Risk is inherent across the Group’s operations,
and all activities with a potential corporate or
business impact are subject to an appropriate
review to ensure that risks can be mitigated
and controlled.

OPERATIONAL RISKS

Operational risks are dependent on the
continued performance of the Company’s
operational assets.

Future production of crude oil and natural
gas is dependent on the Company’s ability

to find, or acquire and develop reserves and
resources. Environmental, geological and

CAPITALISED EXPLORATION
AND ACQUISITION COST

2009
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infrastructural conditions are often challeng-
ing and as a consequence costs can be higher
than originally estimated.

Cost of exploration, including seismic acqui-
sition and drilling of wells, is often uncertain.
As a result, the Group may incur cost over-
runs or may be required to curtail, delay or
cancel exploration efforts.

CREDIT RISKS

A credit risk arises if a customer or other
counterparty to a financial instrument fails
to meet its contractual obligations. Spring
Energy has no significant exposure to credit
risk from its operating activities.

FINANCING AND LIQUIDITY RISKS

Liquidity risks arise from not having the
necessary resources available to meet matur-
ing liabilities with regard to timing, volume
and currency structure.

Based on Spring Energy’s current available
credit lines and business model, the Group
regards the occurrence probability of financ-
ing and liquidity risks, which could also lead
to significant higher interest costs, as low.
Nevertheless, it is important to note that
failure to maintain liquidity could have a high
financial impact on the Group’s performance.

CURRENCY RISKS
Currency risks for Spring Energy are a direct

NUMBER
OF EMPLOYEES

2008 2009

result of multi-currency cash flows within
the Group. The biggest single driver behind
this risk results from the mismatch of the
currencies required for funding exploration
and development initiatives and the curren-
cies of Spring Energy’s source of funding.

INTEREST RISKS

Changes in market interest rates aftect
future interest payments for variable-interest
liabilities. As a result, significant interest rate
increases can have an adverse effect on the
Group’s profitability, liquidity and financial

position.

EQUAL OPPORTUNITY EMPLOYER

Spring Energy is committed to being an
attractive employer for all groups of pro-
spective employees in all their practices. All
employees and applicants will be provided
equal employment opportunities without
regard to age, race, colour, creed, sex, sexual
orientation, national origin, religion, marital
status, disability, or any other protected status.

Spring Energy requires that all employees
cooperate fully to ensure the fulfilment of
this commitment in all actions and decisions,
including hiring, promotions, upgrades, trans-
fers, layofs, training, education, pay, benefits,
and social and recreational programs. Selec-
tion of personnel for hiring and promotion is
based on such factors as education, experi-
ence, proven skills, initiative, dependability,

SICK LEAVE

2009
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cooperation, availability, and growth potential.

Employees are encouraged to recommend for
promotion those individuals whose past per-
formance demonstrates an ability to assume
greater responsibility. Such recommendations
are in no way allowed to be influenced by

an individual’s race, sex, or other protected
factors.

Female employees made up 24 percent of
the total number of employees at year-end.
Currently, no member of the Board of
Directors is female.

HEALTH, SAFETY AND ENVIRONMENT
Aiming to be an industry-leader, health, safety
and environmental care is a top priority with
Spring Energy. The Group aims to carry out
its operations to the best health and safety
standards and seek to promote a strong safety-
oriented culture.

Spring Energy experienced no major
accidents, injuries, incidents or any environ-
mental claims during the year.

In general, the working environment in
Spring Energy is satisfactory. Absence on
sick leave was 2.2 percent in 2010. Spring
Energy aims to keep sick leave at low levels
by continuously improving the working and
safety conditions.

GENDER




Spring Energy is continuously working on
assuring the quality in its entire operations.
The operations of the Group could poten-
tially pollute the external environment and
Spring Energy together with its joint venture
partners work actively on measures that can
reduce any negative impact on the environ-
ment. Spring Energy’s operations are within
the environmental requirements set by the
authorities and its activities satisfied all
statutory environmental requirements.

SHAREHOLDER RELATIONS

In spite of being a non-listed company, Spring
Energy puts emphasis on transparency and
equal treatment of all shareholders.

Spring Energy’s share capital is divided into
common shares and two classes of preferences
shares. The three share classes are subject to
various differences with regard to distribution
rights and voting rights pursuant to the provi-
sions set out in the Shareholders Agreement.

As of 31 December 2010 Spring Energy had
38 shareholders.

The Investor Relations function in Spring
Energy is covered by the Group’s Chief

Executive Officer and Chief Financial Officer,
who will attend to any shareholder matters.

Spring Energy will proactively seek to
provide investors with full details to enable
them to assess Spring Energy’s true financial
position as well as risks and opportunities
facing the Company.

CORPORATE GOVERNANCE

The foundation of good corporate govern-
ance is a sound company culture underpinned
by adequate operational and financial control
systems. The Board of Directors of Spring
Energy secks to provide eftective governance
of its business and affairs to ensure long-term
benetits for the Company’s stakeholders.

For more information on Corporate
Governance, see separate section in the
Annual Report.

OUTLOOK

The Board of Directors believes that the
market fundamentals for the upstream oil and
gas industry will remain strong, with the long
term outlook for oil prices remaining robust.

Following Spring Energy’s successful explora-

Oslo, 2 February 2011

tion efforts in 2010 and the realisation of
value from the major asset sale, the Company
has reached a milestone in terms of establish-
ing a solid platform for further growth. The
Board believes that further investment into
organic growth through an extensive explora-
tion and appraisal program will continue to
deliver superior shareholder returns.

Spring Energy will actively pursue
opportunities to further expand its oil and
gas portfolio and will increase its reserves
and resources through a focus on exploration
activity, exploitation of existing assets and
active portfolio management which may add
producing assets to the Company.

In addition the Board of Directors will con-
sider corporate transactions that contribute
to value creation and support Spring Energy’s
long-term strategic objectives.

The Board of Directors of Spring Energy Norway AS

e

Thorleif Enger
Chairman of the Board

z

Dag Wilfred Reynolds
Board Member

.

Gunnar Halvorsen
Board Member

Rob Arnott
Board Member

Pil Reiulf Olsen
Board Member

Zx —
Roar Tessem
Chief Executive Officer
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CONSOLIDATED STATEMENTS OF INCOME

Note 2010 2009
Amounts in NOK ‘000
Revenues from crude oil and gas sales 9 128 978 -
Cost of sales 10,12,13,14,19 -127 292 -
Gross profit 1 686 -
Other revenues 9 455 455
Gain from sales of licenses 45,11 683 244 89 512
Exploration expenses 12,13,14,15 -236 672 -209 696
General and administrative expenses 12,13,14,16 -14 470 -16 074
Profit / loss (-) from operating activities 434 243 -135 802
Finance income 30 563 18 637
Finance costs -96 599 -29 816
Net financial items 17 -66 035 -11 180
Profit / loss (-) before income tax 368 208 -146 981
Income tax 18 166 048 179 067
Net profit / loss (-) 534 255 32 086
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CONSOLIDATED BALANCE SHEETS AT 31 DECEMBER

Note 2010 2009
Amounts in NOK ‘000
ASSETS
Non-current assets
Intangible assets
Exploration and evaluation assets 4,5,19, 20 345 152 222 548
Goodwill 5,19,20 1514 35 444
Total intangible assets 346 666 257 992
Tangible assets
Oil and gas properties 5,19,21 112 654 112 800
Furniture, fixtures and office machines 21 1 900 2 646
Total tangible assets 114 554 115 446
Financial non-current assets
Other financial non-current assets 5,22 19 228 14 050
Total financial non-current assets 19 228 14 050
Total non-current assets 480 448 387 488
Current assets
Inventory 23 3172 -
Trade and other receivables 24 56 210 4237
Tax receivable from exploration refund 18 390 169 382 546
Cash and cash equivalents 25 805 324 109 071
Total current assets 1 254 875 495 855
TOTAL ASSETS 1735 323 883 342
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CONSOLIDATED BALANCE SHEETS AT 31 DECEMBER

Note 2010 2009
Amounts in NOK ‘000
EQUITY AND LIABILITIES
Equity
Paid-in capital
Share capital 26 45 957 646
Share premium 5608 253 535
Other paid-in capital 26 - 267
Capital increase under registration - 43 686
Total paid-in capital 51 565 298 133
Retained earnings 164 772 -243
Total equity 216 337 297 890
Non-current liabilities
Deferred tax liabilities 18 189 377 143 157
Provisions for other liabilities and charges 5,27 117 965 35 050
Total non-current liabilities 307 342 178 207
Current liabilities
Trade and other payables 28 101 487 147 279
Proposed dividends 26 795 759 -
Interest-bearing loans and borrowings 29 314 398 259 967
Total current liabilities 1211 645 407 246
Total liabilities 1518 987 585 452
TOTAL EQUITY AND LIABILITIES 1735 323 883 342

Oslo, 2 February 2011

The Board of Directors of Spring Energy Norway AS

Lo 2 K —

Thorleif Enger Gunnar Halvorsen
Chairman of the Board Board Member
Dag Wilfred Reynolds Rob Arnott
Board Member Board Member

(&e—

Pil Reiulf Olsen
Board Member

é, —
Roar Tessem
Chief Executive Officer
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Share Share Other paid- Capital increase Retained Total
Note capital premium in capital  under registration earnings equity

Amounts in NOK ‘000
Equity at 1 January 2009 594 153 073 267 - -32 335 121 599
Net profit / loss (-) for the year - - - - 32 086 32 086
Redemption of shares -7 - - - 7 -
Share issues 59 101 158 - 44 003 - 145 220
Transaction costs of share issues, net of tax - -697 - -317 - -1 014
Equity at 31 December 2009 646 253 535 267 43 686 -243 297 890
Equity at 1 January 2010 646 253 535 267 43 686 -243 297 890
Net profit / loss (-) for the year - - - - 534 255 534 255
Share issues 26 16 890 211787 - -43 686 - 184 990
Transaction costs of share issues, net of tax - -1292 - - - -1292
Fund issue 26 28 421 -28 421 - - - -
Share-based payment, matching shares 13 - - 5316 - - 5316
Proposed dividends 26 - - -426 518 - -369 241 -795 759
Partial settlement matching shares - - -9 064 - - -9 064
Share premium fund reduction - -430 000 430 000 - - -
Equity at 31 December 2010 45 957 5 608 - - 164 772 216 337
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CONSOLIDATED STATEMENTS OF CASH FLOW

Note 2010 2009
Amounts in NOK ‘000
Cash flow from operating activities
Profit / loss (-) before income tax 368 208 -146 981
Income tax refunded 18 382 234 179 597
Depreciation and amortisation 12,20,21 73 876 713
Impairment 19,20 26 021 -
Expensed capitalised exploration expenses 15,20 13 931 -
Expensed share-based payment recognised in equity 13 5316 -
Gain from sales of licenses 5,11 -683 244 -89 512
Net interest expense 17 22 903 9011
Interest received 9 424 6 944
Change in inventory -3172 -
Change in trade and other receivables -51 973 -1527
Change in trade and other payables -13 081 76 177
Change in non-current items 3771 -
Net cash flow from / used in (-) operating activities 154 213 34 421
Cash flow from investing activities
Investment in exploration and evaluation assets -508 091 -279 207
Investment in oil and gas properties 21 -24 356 -
Investment in furniture, fixtures and office machines 21 -119 -1014
Proceeds from sales of licenses 11,5 871 577 -
Net cash flow from / used in (-) investing activities 339 010 -280 221
Cash flow from financing activities
Net proceeds from borrowings 49 707 170 759
Net proceeds from share issues 26 183 196 143 812
Interest paid 17 -29 874 -14 008
Net cash flow from / used in (-) financing activities 203 029 300 563
Net increase/ decrease (-) in cash and cash equivalents 696 252 54 763
Cash and cash equivalents at the beginning of the period 25 109 071 54 308
Cash and cash equivalents at the end of the period 25 805 324 109 071
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NOTES TO THE

CORPORATE INFORMATION

The consolidated financial statements of
Spring Energy Norway AS and its sub-
sidiary (the “Group”) for the year ended 31
December 2010 were authorised for issue in
accordance with a resolution of the Board of
Directors on 2 February 2011.

Spring Energy Norway AS (“Spring Energy”
or “the Company”) was established 19
October 2007 with operations commencing
in March 2008.The Company is an oil and
gas company operating on the Norwegian

Continental Shelf.

Spring Energy is a limited liability company
incorporated and domiciled in Norway. Its
registered oftice is at Tordenskioldsgate 6B,
0160 Oslo, Norway.

ACCOUNTING PRINCIPLES

Basis of preparation

The consolidated financial statements of the
Group have been prepared in accordance
with the Norwegian Accounting act of 17.

July 1998.

The financial statements have been prepared
on the historical cost basis. The principal
accounting policies are set out below.

The functional currency of the parent com-
pany (Spring Energy Norway AS) is NOK
and the Group’s reporting currency is NOK.

Classification of expenses

Expenses are classified in the income state-
ment based on their function within the
entity. Exploration expenses as presented in
the income statement include a share of sala-
ries and related expenses and other indirect
administrative expenses reclassified using allo-
cation keys based on time writing. Additional

information on the nature of the expenses is
provided in note 12.

Balance sheet classification

Current assets and current liabilities include
items due less than a year from the balance
sheet date, and items related to the operating
cycle, if longer. Other assets and liabilities are
classified as non-current. The current portion
of non-current debt is included under current
liabilities. Financially motivated investments
in shares are classified as current assets, while
strategic investments are classified as non-
current assets.

Basis of consolidation

Subsidiaries

The consolidated financial statements of
Spring Energy Norway include the financial
statements of the Parent Company, Spring
Energy Norway AS, and its subsidiaries.
Subsidiaries are those entities in which Spring
Energy either owns, directly or indirectly, over
50% of the voting rights, or otherwise has the
power to govern their operating and financial
policies. Share options, convertibles and other
equity instruments are considered when
assessing whether an entity is controlled.

Acquisitions of subsidiaries that are purchases
of businesses are accounted for using the
purchase method of accounting. The cost of
an acquisition is equal to the consideration
transferred plus costs directly attributable

to the acquisition, exclusive any share issue
expenses. The consideration transterred is
calculated as the sum of the acquisition-

date fair values of the assets transferred by
the acquirer, the liabilities incurred by the
acquirer and the equity interests issued by the
acquirer.

The excess cost of acquisition over the

fair value of the net assets of the subsidiary

acquired, measured at the date of change of
control, is recorded as goodwill (see ‘Intan-
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ACCOUNTS

gible Assets’ for the accounting policy on

goodwill).

Subsidiaries acquired during the year are
included in the consolidated financial state-
ments from the date on which control is
transferred to the Group. Consolidation ceases
from the date when the Group no longer has
control.

Where necessary, the accounting policies

of subsidiaries have been adjusted to ensure
consistency with the policies adopted by the
Group.

All intercompany transactions, receivables,
liabilities and unrealised profits, as well as
intragroup profit distributions, are eliminated.

Interest in joint ventures and oil and gas
Licenses

The Group accounts for joint ventures, in-
cluding jointly controlled operations (oil and
gas licenses), by proportionate consolidation,
i.e. by recording its share of the joint ventures’
individual income, expenses, assets, liabilities
and cash flows, on a line-by-line basis with
similar items in the Group’s financial state-
ments.

Use of judgments and estimates

The preparation of financial statements
requires management to make judgments,
use estimates and assumptions that aftect the
application of policies and reported amounts
of assets, liabilities, revenues and expenses.

Although these estimates are based on
management’s best knowledge of historical
experience and current events, actual results
may differ from these estimates. The estimates
and the underlying assumptions are reviewed
on an ongoing basis. Changes in estimates
will be recognised when new estimates can be
determined with certainty.



Currently, the Group’s most important
accounting estimates are related to the
following item:

Carrying value of exploration and evaluation
assets

One of the critical estimates influencing
carrying amount is related to valuations in
connection with acquisitions of explora-
tion and evaluation assets. The fair value of’
exploration and evaluation assets is calculated
using an estimate for risked reserves multi-
plied by the price per unit. A substantial risk
will be attached both to the reserve estimate
and the price used.

The carrying amount of exploration and
evaluation assets at 31 December 2010 is
shown in note 20.

Carrying value of oil and gas assets

Oil and gas properties are depreciated using
the units-of production (UOP) method over
proved (developed and undeveloped) mineral
reserves and contingent resources where
development is likely.

The calculation of the UOP rate of amorti-
sation could be impacted to the extent that
actual production in the future is difterent
from current forecast production. This would
generally result from changes in any of the
factors or assumptions used in estimating
reserves.

These factors could include:

» Changes in proved reserves and contingent
resources.

* The eftect on proved reserves and contin-
gent resources of differences between actual
commodity prices and commodity price
assumptions.

» Unforeseen operational issues.

The carrying amount of exploration and
evaluation assets at 31 December 2010 is
shown in note 21.

Impairment indicators

The recoverable amounts of cash-generating
units and individual assets have been deter-
mined based on the higher of value-in-use
calculations and fair values less costs to sell.

These calculations require the use of estimates
and assumptions. It is reasonably possible

that the oil price and reserves and resources
assumption may change, which may then
impact the estimated life of the field and

may then require a material adjustment to

the carrying value of tangible and intang-

ible assets. The Group monitors internal and
external indicators of impairment relating to
its tangible and intangible assets. See note 19.

Decommissioning costs

Production of oil and gas is subject to statu-
tory requirements relating to decommission-
ing and removal once production has ceased.
Provisions to cover these future decommis-
sioning and removal expenditures must be
accrued for at the time the statutory require-
ment arises. The ultimate decommissioning
costs are uncertain and cost estimates can vary
in response to many factors including changes
to relevant legal requirements, the emergence
of new restoration techniques or experience
at other production sites. The expected timing
and amount of expenditure can also change,
for example, in response to the changes in
reserves or changes in laws and regulations or
their interpretation. See note 27.

Contingencies

By their nature, contingencies will only be
resolved when one or more future events
occur or fail to occur. The assessment of
contingencies inherently involves the exercise
of significant judgment and estimates of the
outcome of future events. See note 27 and 31.

Foreign currency translation and
transactions

Transactions and balances

Foreign currency transactions are translated
into the functional currency using the
exchange rates prevailing at the dates of the
transactions. Monetary assets and liabilities

in foreign currencies are translated into
functional currency at the balance sheet date
exchange rates. Non-monetary items are
translated at the historical exchange rate on
the transaction date and non-monetary items
that are measured at fair value are translated at
the exchange rate on the date when the fair
value was determined.

Foreign exchange gains and losses result-
ing from the settlement of foreign currency
transactions and from the translation of
monetary assets and liabilities denominated
in foreign currencies are recognised in the
income statement. Foreign exchange difter-
ences arising in respect of operating business
items are included in operating profit in

the appropriate income statement account.
Those arising in respect of financial assets and
liabilities are recorded net as a financial item.

Property, plant and equipment,
including oil and gas properties
General

Property, plant and equipment acquired by
the Group are stated at historical cost, less
accumulated depreciation and any impair-
ment charges. Land is not depreciated.

Depreciation of other assets than oil and gas
properties are calculated on a straight-line
basis and adjusted for residual values and
impairment charges, if any. Expected useful
lives of long-lived assets are reviewed at each
balance sheet date and, where they differ
significantly from previous estimates, depre-
clation periods are changed accordingly. Any
change is accounted for prospectively.

Ordinary repairs and maintenance costs,
defined as day-to-day servicing costs, are
charged to the income statement during the
financial period in which they are incurred.
The cost of major overhauls is included in the
asset’s carrying amount when it is probable
that the Group will derive future economic
benetfits in excess of the originally assessed
standard of performance of the existing asset.
Major overhauls are depreciated over the
period to the next major overhaul.

Gains and losses on disposals are determined
by comparing the disposal proceeds with the
carrying amount and are included in operat-
ing profit.

The fair value of property, plant and equip-
ment recognized as a result of a business
combination is based on market values. The
market value of property is the estimated
amount for which a property could be
exchanged on the date of valuation be-
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tween a willing buyer and a willing seller

in an arm’s length transaction after proper
marketing, wherein the parties had each
acted knowledgeably, prudently and without
compulsion. The market value of items of’
plant, equipment, fixtures and fittings is based
on the quoted market prices for similar items.

Borrowing costs and capitalisation of interest
Interest costs on borrowings to finance the
construction of property, plant and equipment
are capitalised during the period of time that
is required to complete and prepare the asset
for its intended use, which is defined as the
development phase. Other borrowing costs
are expensed when incurred. The capitalisa-
tion of borrowing costs is made monthly
based on the yearly average interest rate for
the Group. The basis for the monthly capitali-
sation is the capitalised assets for each project.
The capitalised borrowing costs can not
exceed the actual borrowing costs.

Depreciation of oil and gas properties
Capitalised costs for oil & gas fields in
production are depreciated individually (on
a field level) using the unit-of-production
method. The depreciation is calculated
based on proved reserves and contingent
resources. The basis for depreciation is
adjusted to reflect that the reserve basis is
proved reserves and contingent resources.
The rate of depreciation is equal to the ratio
of oil and gas production for the period over
the estimated remaining proved reserves

and contingent resources expected to be
recovered at the beginning of the period.
Any changes in the reserves estimate that
affect unit-of-production calculations, are
accounted for prospectively over the revised
remaining reserves.

Exploration and development costs for oil and
gas properties

The Group uses the ‘successful efforts’
method to account for exploration and
development costs. All exploration costs with
the exception of acquisition costs of licenses
and drilling costs of exploration wells, are
charged to expense as incurred.

Drilling costs of exploration wells are tem-
porarily capitalised pending the determina-

tion of oil and gas reserves. If reserves are
not found, or if discoveries are assessed not
to be technically and commercially recover-
able, the drilling costs of exploration wells
are expensed. Costs of acquiring licenses are
capitalised and assessed for impairment at
each reporting date.

For accounting purposes, the field enters into
the development phase when the partners

in the license declare the commerciality
decision.

All costs of developing commercial oil and/
or gas fields are capitalised, including all direct
costs. capitalised development costs are classi-
fied as tangible assets.

License acquisition costs and capitalised
exploration costs are classified as intangible
(during exploration phase). See section
Intangible assets - Exploration and evaluation
assets.

Intangible assets

General

Intangible assets acquired separately are meas-
ured on initial recognition at cost. The cost of
intangible assets acquired through a business
combination is based on fair value at the date
of acquisition. Following initial recognition,
intangible assets are carried at cost less any ac-
cumulated amortisation and any accumulated
impairment losses.

Intangible assets with indefinite useful lives
are not amortised. Such intangible assets

are subject to impairment testing annually,
irrespective of whether there is any indication
of impairment or more frequently it indi-
cation of impairment exists. Testing is made
either individually or at the cash generating
level. Intangible assets with an indefinite life
are reviewed annually to determine whether
indefinite life assessment continues to be sup-
portable. If not, the change in the useful life
assessment from indefinite to finite is made
prospectively.

Intangible assets with finite lives are amortised
over the useful economic life. These intan-
gible assets are subject to impairment testing
when there is an indication that the intangi-
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ble asset may be impaired.

Exploration and evaluation assets
Exploration and evaluation assets are assessed
for impairment when facts and circum-
stances suggest that the carrying amount of an
exploration and evaluation asset may exceed
its recoverable amount, and before reclassifi-
cation as described below.

Intangible assets relating to expenditure on
the exploration for and evaluation of oil and
gas resources are reclassified from intangible
assets to property, plant and equipment (under
development) when technical feasibility

and commercial viability of the assets are
demonstrable, and decision to develop a
particular area is made. The assets are assessed
for impairment, and any impairment loss
recognised, before such reclassification.

These assets are subject to unit-of-production
depreciations if and when production from
the field is commenced.

Impairment of assets

Property, plant and equipment and other
non-current assets are subject to impairment
testing when there is an indication that the
assets may be impaired. At each reporting
date the Group assess whether there is any
indication that the assets may be impaired.
If any indications exist, an impairment test

is performed, i.e. the Group estimates the
recoverable amount of the asset.

The recoverable amount is the higher of fair
value less expected cost to sell and value in
use (present value based on the future use of
the asset). If the carrying amount of an asset
is higher than the recoverable amount an
impairment loss is recognised in the income
statement. The impairment loss is the amount
by which the carrying amount of the asset
exceeds the recoverable amount.

The value in use is determined by reference
to discounted future net cash flows expected
to be generated by the asset. Cash flows are
discounted using a pre-tax discount rate that
reflects current market assessments of the
time-value of money and the risks specific to
the asset. For the purposes of assessing impair-



ment, assets are grouped at the lowest levels
for which there are separately identifiable
cash inflows. An oil and gas field is considered
one cash generating unit, all other assets are
assessed separately.

A previously recognised impairment loss is
reversed only if there has been a change in
the estimates used to determine the recover-
able amount. It is not reversed to a higher
amount than if no impairment loss had been
recognised. Such reversal is recognised in
profit or loss unless the asset is carried at a
revalued amount, in which case the reversal
is treated as a revaluation increase. After such
a reversal, the depreciation charge is adjusted
in future periods to allocate the asset’s revised
carrying amount, less any residual value, on

a systematic basis over its remaining useful life.

Farm in and farm out

Farm in and farm out in exploration phase
Agreements in connection with acquisitions/
sale of interests in licenses (Farm in/Farm
out agreements) in the exploration phase,
often involve a situation where the owner

of a working interest (the farmor) transfers

a portion of its working interest to another
party (the farmee) in return for the farmee’s
performance of some agreed upon action. For
example, the farmee may agree to cover drill-
ing expenses for the farmor limited up to a
fixed amount. In return, the farmor agrees to
transter a portion of the working interest in
the property to the farmee. This well carry/
carried interest is by the farmee accounted
for as the costs occurs and is classified in
accordance with the policy for treatment of
the exploration expenses (for Spring Energy
successful efforts method). The farmor does
not record any profit or loss but accounts for
the well carry as an expense reduction when
it occurs.

Costs incurred prior to the completion of’
the transaction, and carried by the farmee, are
accounted for as license costs, net of tax.

In the development phase or production
phase, a farm in/farm out agreement as
described above is treated as a transaction
recorded at fair value as represented by the
costs carried by the farmee.

License swaps / Asset swaps

Asset swaps involving only exploration and
evaluation assets

The Group account for exploration and
evaluation assets obtained in a swap trans-
action at the carrying amount of the asset
given up, except in transactions where there is
cash compensation in addition/in between.

Asset swaps involving PP&EE

The acquisition of PP&E in exchange for
non-monetary assets, or a combination

of monetary and non-monetary assets, is
measured at fair value at the time of the
transaction, with recognition of profit or

loss. Exception for such measurement at fair
value is in transactions where the exchange
transaction lacks commercial substance, or the
fair value of neither the asset received nor the
asset given up is reliably measurable.

If exploration and evaluation assets are
acquired in exchange for PP&E or intangible
assets, such transaction is also measured at

fair value at the time of the transaction,

with recognition of profit or loss, unless

the exchange transaction lacks commercial
substance, or the fair value of neither the asset
received nor the asset given up is reliably
measurable.

Financial instruments

General

Financial instruments include trade
receivables and other receivables, cash and
cash equivalents, loans, trade payables and
other payables. These are initially recognised
at fair value adjusted for directly attributable
transaction costs. After initial recognition,

the measurement and accounting treat-

ment depend on the type of instrument and
classification. Investments classified as loans
and receivables are measured at amortised cost
using the eftective interest rate method. Gains
and losses are recognised in income when
the loans and receivables are derecognised or
impaired, as well as through the amortisation
process.

Amortised cost

Amortised cost is calculated by taking into
account any discount or premium on acquisi-
tion, over the years to maturity. For invest-

ments carried at amortised cost, gains and
losses are recognised in the income statement
when the investments are derecognised or
impaired, as well as through the amortisation
process.

Trade receivables

Trade receivables are recognised and carried
at their anticipated realisable value, which is
the original invoice amount less an estimated
valuation allowance for any uncollectible
amounts. A provision is made when there is
objective evidence that the Group will not
be able to collect the debts. Bad debts are
written off when identified.

Interest-bearing liabilities

All loans and borrowings are initially
recognised at cost, being the fair value of the
consideration received net of issue costs and
transaction costs associated with the borrowing.

After initial recognition, interest-bearing loans
and borrowings are subsequently measured

at amortised cost using the effective interest
method, with the difference between net
proceeds received and the redemption value
being recognised in the income statement
over the term of the loan. Amortised cost is
calculated by taking into account any issue
costs and any discount or premium on settle-
ment.

Gains and losses are recognised in net profit
or loss when the liabilities are derecognised, as
well as through the amortisation process

Derecognition of financial assets and
liabilities
A financial asset is derecognised when:

* the Group no longer has the right to
receive cash flows from the asset,

* the Group retains the right to receive cash
flows from the asset, but has assumed an
obligation to pay them in full without
material delay to a third party under a
“pass-through” arrangement, or

* the Group has transferred its rights to
receive cash flows from the asset and either
(a) has transterred substantially all the risks
and rewards of the asset, or (b) has neither
transferred nor retained substantially all
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the risks and rewards of the asset, but has
transferred the control of the asset.

A financial liability is derecognised when the
obligation under the liability is discharged,
cancelled or expires. A bond loan is derecog-
nised when it is repurchased.

Cost of equity transactions

Transaction costs directly attributable to an
equity transaction are recognised directly in
equity, net of taxes.

Revenue recognition

Revenues from production of oil and gas
Revenues from the production of oil and gas
properties are recognised on the basis of the
Group’s net working interest in those proper-
ties, regardless of whether the production is
lifted and sold (the entitlement method). The
revenue recognition according to the entitle-
ment method is based on actual production
in the period. Underlift and overlift of oil
and gas follows from the entitlement method
and is valued at its net realisable value on the
balance sheet date. Underlift and overlift is
calculated as the difference between Spring
Energy’s share of production and its actual
sales and are classified as respectively current
assets and current liabilities. If accumulated
production exceeds accumulated sales there
is an underlift (asset) and if accumulated sales
exceeds accumulated production there is an

overlift (liability).

Revenues from sales of services are recorded
when the service has been performed.

Income taxes

The income tax expense/credit consists of
current income tax (taxes payable/receivable)
and changes in deferred income tax.

Current income tax

Current income tax assets and liabilities for
the current and prior periods are measured

at the amount expected to be recovered from
or paid to the tax authorities. The tax rates
and tax laws used to compute the amount are
those that are enacted or substantially enacted
by the balance sheet date.

Current income tax relating to items recog-

nised directly in equity is recognised in equity
and not in the income statement.

Oil-exploration companies operating on the
Norwegian Continental Shelf under the oft-
shore tax regime can claim a 78% cash refund
of their exploration costs, limited to taxable
losses for the year. The refund is paid out in
December in the following year. This tax
receivable is classified as current asset.

Deferred income tax

Deferred income tax is provided using the
liability method on temporary differences at
the balance sheet date between the tax basis
of assets and liabilities and their carrying
amounts for financial reporting purposes.

Deferred income tax assets are recognised for
all deductible temporary difterences, carry
forward of unused tax credits and unused tax
losses, to the extent that it is probable that the
taxable profit will be available against which
the deductible temporary differences, and

the carry forward of unused tax credits and
unused tax losses can be utilised.

Companies operating on the Norwegian
Continental Shelf under the offshore tax
regime can claim the tax value of any unused
tax losses or other tax credits related to its
offshore activities to be paid in cash (includ-
ing interest) from the tax authorities when
operations cease. Deferred tax assets that are
based on offshore tax losses carry forward are
therefore normally recognised in full. The
carrying amount of deferred income tax assets
related to onshore activities are reviewed at
each balance sheet date and reduced to the
extent that it is no longer probable that suf-
ficient taxable profit will be available to allow
all or part of the deferred income tax asset to
be utilised. Unrecognised deferred income
tax assets related to onshore activities are
reassessed at each balance sheet date and are
recognised to the extent that it has become
probable that future taxable profit will allow
the deferred tax asset to be recovered.

Deferred income tax assets and liabilities are
measured at the tax rates that are expected to
apply to the year when the asset is realised or
the liability is settled, based on tax rates (and
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tax laws) that have been enacted or substan-
tively enacted at the balance sheet date.

Deferred income tax relating to items recog-
nised directly in equity is recognised in equity
and not in the income statement.

Deferred income tax assets and deferred
income tax liabilities are offset, if a legally
enforceable right exists to set off current

tax assets against income tax liabilities and
the deferred income taxes relate to the
same taxable entity and the same taxation
authority/tax regime. Timing differences are
considered.

Uplift

Uplift is a special allowance in the basis for
petroleum surtax in Norway. The uplift is
computed on the basis of the original capital-
ised cost of offshore production installations,
and amount to 7,5% of the investment per
year. The uplift may be deducted from taxable
income for a period of four years (i.e. totals
30% over four years), starting in the year in
which the capital expenditures are incurred.
Uplift benefit is recorded when the deduction
is included in the current year tax return and
impacts taxes payable. Unused uplift may be
carried forward indefinitely.

Employee benefits

Pensions

According to Norwegian law employees

are mandatory members of the Norwegian
Pension Scheme (*“ obligatorisk tjeneste
pensjon”). The scheme is based on a
contribution plan. Contributions are paid to
pension insurance plans and charged to the
income statement in the period to which the
contributions relate. Once the contributions
have been paid, there are no further payment
obligations.

Share-based payment

The cost of share-based payment consist-
ing of equity-settled share options or other
equity instruments granted to employees and
others providing similar services, is measured
by reference to the fair value of the options
or other equity instruments at the date on
which they are granted. The fair value of

the options or other equity instruments is



estimated on the grant date and charged to
expense over the vesting period, together
with a corresponding increase in equity. The
vesting period is the period in which the per-
formance conditions are fulfilled, ending on
the date on which they become tully entitled
to the award (‘vesting date’).

The fair value is determined by using gene-
rally accepted valuation techniques, such as

the Black-Scholes model.

No expense is recognised for awards that

do not ultimately vest. An exception is for
awards where vesting is conditional upon a
market condition, which is treated as vesting
irrespective of whether or not the market
condition is satisfied, provided that all other
performance conditions are satisfied.

Where the terms of an equity-settled award
are modified, as a minimum an expense is
recognised as if the terms had not been modi-
fied. In addition, an expense is recognised for
any increase in the value of the transaction

as a result of the modification, as measured at
the date of modification.

Where an equity-settled award is cancelled,

it is treated as if it had vested on the date of
cancellation, and any expense not yet recog-
nised for the award is recognised immediately.
However, if a new award is substituted for the
cancelled award and designated as a replace-
ment award on the date that it is granted,

the cancelled and new awards are treated as
if they were a modification of the original
award, as described in the previous paragraph.

Provisions and contingent liabilities
General

A provision is recognised when the Group
has a present obligation (legal or construc-
tive) as a result of a past event, it is probable
(i.e. more likely than not) that an outflow of
resources embodying economic benefits will
be required to settle the obligation, and a
reliable estimate can be made of the amount
of the obligation. Provisions are reviewed at
each balance sheet date and adjusted to reflect
the current best estimate.

The amount of the provision is the present

value of the risk adjusted expenditures ex-
pected to be required to settle the obligation,
determined using the estimated risk free in-
terest rate as discount rate. Where discounting
is used, the carrying amount of provision in-
creases in each period to reflect the unwind-
ing of the discount by the passage of time.
This increase is recognised as finance cost.

Contingent liabilities are not recognised apart
from contingent liabilities which are acquired
through a business combination. Significant
contingent liabilities are disclosed, with the
exception of contingent liabilities where

the probability of the liability occurring is

remote.

Asset retirement obligations

The Group recognises the estimated fair value
of asset retirement obligations in the period in
which it is incurred. The amount recognised
is the present value of the estimated future
expenditure determined in accordance with
local conditions and requirements. This cost
includes the cost of dismantlement or removal
of oil and gas installations. The present value
of the obligations are recognised when the
assets are constructed and ready for produc-
tion, or at the later date when the obligation
is incurred.

Related asset retirement costs are capitalised
as part of the carrying value of the tangible
fixed asset and are depreciated over the use-
tul life of the asset, i.e. unit-of-production
method. The liability is accreted for the
change in its present value each reporting
period. Accretion expense related to the time
value of money is classified as part of financial
expense.

The provision and the discount rate are
reviewed at each balance sheet date.

Cash and cash equivalents

Cash and cash equivalents comprise of cash
on hand, deposits held at call with banks,
other short-term highly liquid investments
with original maturities of three months or
less, and bank overdrafts. Bank overdrafts are
included within borrowings in current liabili-
ties in the balance sheet.

Cash flow statement
The cash flow statement is prepared using the
indirect method.

Segment reporting

The Group has identified its reportable
segments based on the nature of the risk
and return within its business. The Group’s
only business segment is oil and gas on the
Norwegian Continental Shelf.

Related parties

Parties are related if one party has the ability,
directly or indirectly, to control the other
party or exercise significant influence over the
party in making financial or operational deci-
sions. Parties are also related if they are subject
to common control.

Transactions between related parties are
transters of resources, services or obligations,
regardless of whether a price is charged.

All transactions between related parties are
made based on the principle of ‘arm’s length’,
which is the estimated market price.

FINANCIAL RISK
MANAGEMENT

Overview

The Group is exposed to a variety of risks
from its use of financial instruments, includ-
ing credit risk, liquidity risk, interest rate
risk and currency risk. This note presents
information about the Group’s exposure to
each of the above mentioned risks, and the
Group’s objectives, policies and processes for
managing such risks. The note also presents
the Group’s objectives, policies and processes
for managing capital.

Credit risk

The Group has no significant consentration
of credit risk. The Group is exposed to credit
risk related to trade receivables, non-current
financial receivables and cash and cash equiva-
lents. Sales are only made to customers that
have not experienced any significant payment
problems. Non-current financial receivables

is the receivable on ExxonMobil Exploration
& Production Norway AS taken over as part
of the asset swap in 2009 (see note note 22).
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Cash and cash equivalents are receivables from
banks.

Liquidity risk

Liquidity risk is the risk of being unable to
pay financial liabilities as they fall due. The
Groups’s approach to managing liquidity risk
is to ensure that it will always have sufticient
liquidity to meet its financial liabilities as
they fall due, under normal as well as extra-
ordinary circumstances, without incurring
unacceptable losses or risking damage to the
Group’s reputation. Prudent liquidity risk
management implies maintaining sufficient
cash and marketable securities, the availability
of funding through an adequate amount of
commited credit facilities and the ability to
close out market positions. Due to the dy-
namic nature of the underlying business, the
Group aims to maintain flexibility in funding
by keeping both commited and uncommited
credit lines available. See note 29 for infor-
mation about available credit lines and the
maturity profile of interest bearing debt, and
note 28 for the maturity profile of trade and
other payables.

Interest rate risk

The Group’s interest rate risk arises from

its interest bearing borrowings. See note 29
for information about the floating interest
rate conditions on the Revolving Explora-
tion Loan Facility. Borrowings issued floating
interest rate conditions expose the Group to
cash flow interest rate risk. The Group aims

at reducing its interest rate risk by entering
into floating-to-fixed interest rate swaps. Such
swaps for the total of TNOK 154 000 of the
interest bearing borrowings were entered into
in 2009.These swaps have been settled during
the period January 2009 to January 2010, and

no new swaps have been entered into in 2010.

Currency risk

The Group is exposed to foreign exchange
rate risk related to the value of NOK relative
to other currencies, mainly due to sales in

USD and operational costs in USD and EUR.

In addition, the holders of preference shares
have the right to redeem their repayments of
capital in USD, which represents a potential
USD cash outflow. The Group may, from time
to time, seek to reduce the currency risk by

entering into foreign currency instruments.
No such instruments have been used in 2010
or 2009.

Capital management

“The overall objective of the Group is to
ensure that it maintains a strong credit rating
and healthy capital ratios in order to support
its business and maximise shareholder value.

The Group manages its capital structure, and
makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust
the capital structure, the Group may issue
new shares, sell assets to reduce debt, or return
capital to shareholders through dividend
payments.
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NOTE 4. ASSET ACQUISITIONS AND DISPOSALS

Acquisitions of exploration licenses:

Acquired in 2009:

License Interests acquired Acquired from
PL 375 15% Wintershall Norge ASA
PL 378 20% Premier Oil Norge AS
PL 405/PL 405B 15% Faroe Petroleum Norge AS

Acquired in 2009 with transaction date for accounting purposes in 2010:

License Interests acquired Acquired from
PL 341 10% Wintershall Norge ASA
PL 377S 20% Idemitsu Petroleum Norge AS
PL 475/PL 475BS 15% Wintershall Norge ASA
PL 511 10% Wintershall Norge ASA

Acquired in 2010:

License Interests acquired Acquired from
PL 337 20% Wintershall Norge ASA
PL 344/PL 344B 35% Wintershall Norge ASA
PL 375 5% Wintershall Norge ASA

Disposals of exploration licenses:

Sales in 2010:

Disposed to

License Interests disposed
PL 341 10%
PL 375 20%
PL 378 15%
PL 551 20%

Relinquishment in 2010:

License Interests disposed

PL 344/PL 344B 65%

GDF Suez E&P Norge AS
Talisman Energy Norge AS
Talisman Energy Norge AS
Talisman Energy Norge AS
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NOTE 5. BUSINESS COMBINATION

There has not been any business combinations in 2010.

Businesses acquired in 2009:

During 2009, the Group has completed an asset swap with Wintershall Norge ASA. A 2.5% share in the Brage unit, consisting of PL 055 (2.692%), PL 185
(2.692%) and PL 055B (2.5%), has been acquired against swapping a 5.0% share in PL 378.The transaction was completed on 28 December 2009.

The acquisition of Brage has been treated as a business combination for accounting purposes, and the transaction has been recorded at fair value.

Assets acquired and liabilities assumed at the date of acquisition:

2009
Amounts in NOK ‘000
Non-current assets
Oil and gas properties 112 800
Financial non-current assets ? 14 050
Goodwill ¥ 35 444
Current liabilities
Trade and other payables -600
Non-current liabilities
Deferred tax liabilities -35 444
Provision for asset retirement obligation -30 050
Net assets acquired 96 200

1) Oil and gas properties includes transaction costs of TNOK 600.

2) Financial non-current assets represents a receivable of TUSD 4 500 on ExxonMobil Exploration & Production Norway AS taken over from Wintershall as part of the transaction. The
receivable is related to the asset retirement obligation on Brage.

3) Goodwill in the amount of TNOK 35 400 is attributable to deferred tax liabilities resulting from differences between the carrying amounts and the tax values of the assets and liabili-
ties acquired.

Consideration transferred:

2009
Amounts in NOK 000
Carrying amount 5% PL 378 25 085
Provision for carry liability for sold share of PL 378 5 000
Related deferred tax liabilities -23 441
Total 6 644
Transaction costs after tax 44
Net carrying amount sold 6 688
Impact of acquisition on the results of the Group

2009
Amounts in NOK ‘000
Net assets acquired 96 200
Net carrying amount sold -6 688
Net gain recognised on swap 89 512

Apart from the recognised gain, the acquired license did not contribute to the Group’s profit/loss in 2009.
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Had the business combination been effected at 1 January 2009, the revenue and profit before income tax of the Group would have increased by TNOK 108 900
and TNOK 29 500, respectively. The assumptions used in the estimation of depreciations are based on actual production in 2009, actual acquisition cost and reserve
basis in accordance with the Group’s accounting policies. The assumptions used in the estimation of revenue are based on actual production in 2009 multiplied

with norm prices.

Net cash flows from business combination
The Brage swap did not impact cash flows or cash balances in 2009.

NOTE 6. INVESTMENTS IN JOINT VENTURES

Interests as of 31 December

License/unit 2010 2009
Brage unit (PL 055B/PL 185) 2,5% 2,5%
PL 055 2,7% 2,7%
PL 337 20,0% -
PL 341 - 10,0%
PL 344/PL 344B * - 30,0%
PL 375 = 15,0%
PL 377S 20,0% 20,0%
PL 378 - 15,0%
PL 388 20,0% 20,0%
PL 405/PL 405B 15,0% 15,0%
PL 406 20,0% 20,0%
PL 407 20,0% 20,0%
PL 411 30,0% 30,0%
PL 475/PL 475BS 15,0% 15,0%
PL 495 40,0% 40,0%
PL 500 30,0% 30,0%
PL 507 20,0% 20,0%
PL 509S 30,0% 30,0%
PL 511 10,0% 10,0%
PL 519 20,0% 20,0%
PL 537 20,0% 20,0%
PL 542 40,0% -
PL 545 30,0% -
PL 550 40,0% -
PL 551 20,0% -

* License relinquished in December 2010.

In the 2009 round of Awards in Predefined Areas (APA), Spring Energy was awarded interests in PL 542 (40%), PL 545 (30%), PL 550 (40%) and PL 551 (40%).

The interests were awarded in January 2010.

In the 2010 round of Awards in Predefined Areas (APA), Spring Energy was awarded interests in PL 577 (30%), PL 583 (30%) and PL 591 (60%).The interests were

awarded in January 2011.
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NOTE 7. OVERVIEW OF SUBSIDIARIES

The following subsidiaries are included in the consolidated financial statements:

Company Principal activity Country Date of acquisition

Ownership and voting share

2010

2009

Spring Energy Exploration AS Oil and gas exploration  Norway 31-10-08

100%

100%

NOTE 8. SEGMENT INFORMATION

Operating segments align with internal management reporting and the segments are determined based on differences in the nature of their operations, products
and geographical location of the activity. The Group has only one business segment which is oil and gas exploration and production and one geographical area
which is Norway including the Norwegian Continental Shelf. The segment and geographical information will therefore be the same as in the income statements,

the balance sheets and the statements of cash flow.

NOTE 9. REVENUE

Specification of revenue by type and geographic area:

2010 2009

Amounts in NOK ‘000
Revenues from crude oil and gas sales, Norway 128 978 -
Other revenues, Norway * 455 455
Total revenue 129 433 455
* Other revenues include services provided to other E&P companies related to geological and geophysical activities
NOTE 10. COST OF SALES

Note 2010 2009
Amounts in NOK ‘000
Direct production costs 19 897 -
Tariffs and transportation 4127
Personnel expenses allocated to cost of sales 13 3 349 -
Other operating expenses allocated to cost of sales 16 887 -
Depreciation producing fields 21 65 101 -
Amortisation of goodwill 20 7 910
Impairment of goodwill 19,20 26 021
Total cost of sales 127 292 -

Personnel expenses and other operating expenses have been allocated to cost of sales based on time incurred.
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NOTE 11. GAIN FROM SALES OF LICENSES

2010 2009
Amounts in NOK ‘000
Gain from asset swap/sale of 5% interest in PL 378 ! - 89 512
Gain from sale of 10% interest in PL 341 2 8 403 -
Gain from sale of interests in PL 375 (20%), PL 378 (15%) og PL 551 (20%) 674 840 -
Total Gain from sales of licenses 683 244 89 512

1) See note 5 for information about asset swap/sale of 5% interest in PL 378 in 2009.

2) The Group’s 10% interest in PL 341 has been sold in 2010 for a consideration of TNOK 21 500 in addition to the pro & contra settlement. The transaction resulted in a gain of

TNOK 8 403.The gain has been recognised in the income statement net of tax.

3) The Group’s interests in PL 378 (15%), PL 375 (20%) and P L551 (20%) have been sold in 2010 for a consideration of TUSD 114 500 in addition to the pro & contra settlement. The
transaction resulted in a gain of TNOK 674 840.The gain has been recognised in the income statement net of tax. A contingent element of TUSD 15 000, provided certain criteria is

met, will be booked in the 2011 consolidated financial statements.

NOTE 12. OPERATING EXPENSES BY NATURE

Note 2010 2009
Amounts in NOK ‘000
Exploration expenses 15 154 844 150 474
Personnel expenses 13 74 734 55 671
Other operating expenses 16 24 935 18 912
Direct production costs 10 19 897 -
Tariffs and transportation 10 4127 -
Impairment of goodwill 19 26 021 -
Depreciation of producing fields 21 65 101 -
Amortisation of goodwill 20 7910 -
Depreciation of furniture, fixtures and oftice machines 21 865 713
Total operating expenses 378 433 225 769
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NOTE 13. PERSONNEL EXPENSES

Specification of personnel expenses

Note 2010 2009
Amounts in NOK ‘000
Salary expenses 52 567 37 581
Share-based payment, matching shares 5316 -
Employer’s payroll tax expenses 9 464 6033
Pensions 6 414 4976
Other personnel expenses 973 7 081
Total personnel expenses 74 734 55 671
Of this:
Personnel expenses allocated to exploration 15 -63 507 -43 884
Personnel expenses allocated to cost of sales 10 -3 349 -
Personnel expenses classified as general and administrative expenses 16 -7 877 -11 787
Total = -
Total number of man-years 26 23.5

Pensions

The Company has a defined contribution pension plan for its employees which satisfies the statutory requirements in the Norwegian law on required occupational

pension (“lov om obligatorisk tjenestepensjon”).

2010 2009
Amounts in NOK ‘000
Contribution to defined contribution plan recognised as expense 2 043 1617
Salary compensation for private pension schemes 4371 3 359
Total expense for pensions 6 414 4976
Refer to note 30 for details on compensation to CEO and Board of Directors.
Expenses arising from share-based payment:

2010 2009
Amounts in NOK ‘000
Matching shares 5316 -
Total expenses arising from share-based payment 5 316 -

The employees in Spring Energy may, if certain objectives are met, each year be granted a bonus as a percentage of the total fixed salary in the range of 0-40%.
Spring Energy is entitled to settle the cash bonus by way of issuing shares in Spring Energy, limited to the higher of 50% of the net bonus, 25% of the gross bonus
and the number of shares stated in the invitation to subscribe signed by the employees. For each share Spring Energy issues as settlement for the cash bonus, the

employees will have the right to receive one matching share which will be settled when there is a “Liquidating Event” as defined in the shareholders agree-

ment.

The fair value of the matching shares are estimated on the grant date and charged to expenses over the vesting period. The most important assumption in the
estimation of the fair value is the share price on the grant date. Weighted average share price on the grant date is NOK 0,19 per share.
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NOTE 14. OPERATING LEASES

The Group has entered into an operating lease for office facilities. The lease has no arrangements regarding contingent payments and do not contain any restric-
tions on the company’s dividend policy or financing.

Operating expenses related to lease agreements accounted for as operating leases

2010 2009
Amounts in NOK 000
Building 4 868 2 687
Total 4 868 2 687
Future minimum lease payments under non-cancellable lease agreements

2010 2009
Amounts in NOK 000
Within 1 year 4102 4102
1 to 5 years 5 469 9571
After 5 years - -
Total 9571 13 673
NOTE 15. EXPLORATION EXPENSES

Note 2010 2009

Amounts in NOK 000
Direct seismic costs, studies etc. outside billing 66 414 81948
Direct seismic costs, studies etc. from billing (joint venture) 74 499 68 526
Expensed capitalised exploration expenses 20 13 931 -
Personnel expenses allocated to exploration 13 63 507 43 884
Other operating expenses allocated to exploration 16 18 320 15 337
Total exploration expenses 236 672 209 696

Direct seismic costs and studies include the acquisition of seismic and electromagnetic studies and data and the cost of processing and interpretation of data.
Expensed capitalised exploration expenses include capitalised costs related to PL344 due to relinquishment and drilling cost related to dry well result in PL337.
Personnel expenses and other operating expenses have been allocated to exploration expenses based on time incurred.
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NOTE 16. GENERAL AND ADMINISTRATIVE EXPENSES

Specification of general and administrative expenses

Note 2010 2009

Amounts in NOK ‘000
Lease expenses 4 868 2 687
Consulting, legal and audit fees 11 892 7 758
IT expenses 2 348 2293
Other operating expenses 5 826 6174
Total other operating expenses 24 935 18 912
Of this:
Other operating expenses allocated to exploration 15 -18 320 -15 337
Other operating expenses allocated to cost of sales 10 -887 -
Depreciation classified as general and administrative expenses 21 865 713
Personnel expenses classified as general and administrative expenses 13 7 877 11 787
Total general and administrative expenses 14 470 16 074
Auditor’s fees

2010 2009
Amounts in NOK ‘000
Auditor’s fee 354 417
Tax advisory services - -
Other advisory services 754 134
Total auditor’s fees 1108 551
NOTE 17. NET FINANCIAL ITEMS

2010 2009
Amounts in NOK ‘000
Interest income on bank accounts and receivables 8 097 1694
Interest income on tax refund 6 506 5240
Interest expense on financial liabilities measured at amortised cost -37 505 -15 945
Fair value gain / (loss) on financial instruments - -14
Net exchange rate gain / loss (-), realised items 4615 502
Net exchange rate gain / loss (-), unrealised items -44 439 -3 881
Other financial income - 1293
Other financial expenses -3 309 -68
Net financial items -66 035 -11 180
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NOTE 18. TAXES

Income taxes recognised in the income statement

2010 2009
Amounts in NOK ‘000
Tax refund of exploration costs NCS 460 659 318 902
Tax refund of exploration costs NCS, previous year -312 34
Change in deferred tax -294 299 -139 870
Total income taxes recognised in the income statement 166 048 179 067
Reconciliation of income taxes

2010 2009
Amounts in NOK 000
Profit / loss (-) before income taxes 368 208 -146 981
Expected income tax at nominal tax rate (28%) -103 098 41155
Expected petroleum tax (50%) -184 104 73 491
Permanent differences 485 140 69 746
Net onshore income - -131
Changes related to prior years 125 470
Financial items -32 928 -5 590
Uplift for the year 913 -
Valuation allowance deferred tax assets - -73
Total income taxes recognised in the income statement 166 048 179 067
Effective income tax rate 45,1% -121,8%
Tax refund recognised in the balance sheet

2010 2009
Amounts in NOK 000
Tax refund of exploration costs NCS recognised in tax income 460 659 318 902
Tax refund of exploration costs NCS recognised on acquistion and disposal of licenses -70 489 63 644
Total tax refund recognised in the balance sheet 390 169 382 546
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Specification of tax effects on temporary differences, tax losses and uplift carried forward

2010 2009
Amounts in NOK ‘000
Tangible and intangible non-current assets -219 016 -176 157
Other assets and liabilities -5 937 1238
Tax losses carried forward, onshore 182 -
Tax losses carried forward, oftshore 28% 19 873 16 101
Tax losses carried forward, offshore 50% 10 176 11 048
Uplift on Brage field 5526 4612
Total deferred tax assets / liabilities (-) -189 195 -143 157
Valuation allowance for deferred tax assets -182 -
Total deferred tax assets / liabilities (-) recognised -189 377 -143 157
Change in deferred taxes

2010 2009
Amounts in NOK ‘000
Deferred tax expense (-)/income -294 299 -139 870
Taxes charged to equity 502 394
Deferred tax recorded on acquisitions and disposals 247 576 -11 807
Total change in deferred taxes -46 221 -151 283

Deferred tax is calculated based on tax rates applicable on the balance sheet date. Ordinary income tax is 28%, to which is added a special tax for oil and gas com-

panies at the rate of 50%, giving a total tax rate of 78%.

Companies operating on the Norwegian Continental Shelf under the offshore tax regime can claim the tax value of any unused tax losses or other tax credits
related to its offshore activities to be paid in cash (including interest) from the tax authorities when operations cease. Deferred tax assets that are based on offshore

tax losses carried forward are therefore normally recognised in full.

NOTE 19. IMPAIRMENT

Goodwill

The goodwill originates from the acquisition of Brage in 2009 and the goodwill is allocated to the cash generating unit Brage field.

An impairment loss of TNOK 26 021 has been recognised in 2010. This has been recognised to reduce the carrying amount of the Brage field to value in use.The

impairment is mainly caused by a reduction in the reserve estimates.

Exploration and evaluation assets

Based on an evaluation of the exploration activities and plans for each license, the Group has concluded that no impairment testing is required for 2010 or 2009 for

exploration and evaluation assets.
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NOTE 20. INTANGIBLE ASSETS

Exploration and

evaluation assets Goodwill Total
Amounts in NOK ‘000
2010
Cost at 1 January 2010 222 548 35 444 257 992
Additions through business combinations - - .
Other additions 495 102 - 495 102
Disposals -372 497 -372 497
Cost at 31 December 2010 345 152 35 444 380 597
Accumulated amortisation and impairment at 1 January 2010 - - -
Amortisation for the year - -7 910 -7 910
Impairment - -26 021 -26 021
Disposals - - -
Accumulated amortisation and impairment at 31 December 2010 - -33 931 -33 931
Carrying amount at 31 December 2010 345 152 1514 346 666
2009
Cost at 1 January 2009 32 109 - 32 109
Additions through business combinations - 35 444 35 444
Other additions 215523 - 215 523
Disposals -25 085 - -25 085
Cost at 31 December 2009 222 548 35 444 257 992
Accumulated amortisation and impairment at 1 January 2009 - - -
Amortisation for the year - - -
Impairment - - -
Disposals - - -
Accumulated amortisation and impairment at 31 December 2009 - - -
Carrying amount at 31 December 2009 222 548 35 444 257 992

Additions to exploration and evaluation assets in 2010 mainly relate to acquisition cost of licenses PL 337 and PL 375 recognised net of tax, as well as drilling costs

on PL 375, PL 406, PL 475, PL 341, PL 377S and PL 545.

Disposals of exploration and evaluation assets in 2010 mainly relate to sale of 10% interest in PL 341 and sale of interests in PL 378 (15%), PL375 (20%) and PL551
(20%), see note 11. Disposals also include capitalised costs related to PL344 due to relinquishment and capitalised costs related to PL337 due to dry well result.

Goodwill is amortised using the unit of production method. See note 19 for information about impairment of goodwill.

Additions to exploration and evaluation assets in 2009 include acquisition cost of licenses PL 375, PL 378 and PL 405 recognised net of tax, as well as drilling costs
on PL 378, PL 375 and PL 407. Goodwill additions in 2009 relate to the Brage swap, see note 5.
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NOTE 21. TANGIBLE ASSETS

Oil and gas  Furniture, fixtures
properties and office machines Total

Amounts in NOK ‘000
2010
Cost at 1 January 2010 112 800 3760 116 560
Additions through business combinations - - -
Other additions " 64 955 119 65 074
Disposals - -
Cost at 31 December 2010 177 755 3 879 181 634
Accumulated depreciation and impairment at 1 January 2010 - -1114 -1114
Depreciation for the year -65 101 -865 -65 966
Impairment - - -
Disposals -
Accumulated depreciation and impairment at 31 December 2010 -65 101 -1979 -67 080
Carrying amount at 31 December 2010 112 654 1 900 114 554
2009
Cost at 1 January 2009 - 2746 2746
Additions through business combinations 112 800 - 112 800
Other additions 1014 1014
Disposals - - -
Cost at 31 December 2009 112 800 3760 116 560
Accumulated depreciation and impairment at 1 January 2009 - -401 -401
Depreciation for the year - -713 -713
Impairment - - -
Disposals - - -
Accumulated depreciation and impairment at 31 December 2009 - -1 114 -1 114
Carrying amount at 31 December 2009 112 800 2 646 115 446
Depreciation plan Unit of Production Linear
Estimated useful life (years) N/A 3-8

1 Other additions to oil and gas properties include investment in the production field Brage of TNOK 24 356 and an increase in the asset retirement obligation for the Brage field

during the year, caused by an estimate change of TNOK 40 599.
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NOTE 22. FINANCIAL NON-CURRENT ASSETS

Receivable related to Brage removal

Amounts in NOK ‘000

Financial Non-Current Assets at 1 January 2010 14 050
Unwinding of discount and change of estimate 5178
Financial Non-Current Assets at 31 December 2010 19 228

The receivable was acquired through the Brage swap in 2009. Please refer to note 5. A part of the asset retirement costs for Brage will be reimbursed by Exxon-
Mobil Exploration & Production Norway AS.The net present value of the estimated receivable is calculated assuming inflation of 2.5% and at a discount rate of

8%.

NOTE 23. INVENTORY

2010 2009
Amounts in NOK ‘000
Spare parts, joint venture * 3172 -
Total inventory 3172 -
* Spare parts at the Brage field are classified as inventory.
NOTE 24. TRADE AND OTHER RECEIVABLES

2010 2009
Amounts in NOK ‘000
Trade receivables 13 621 -
Underlift oil 4876 -
Underlift NGL 349 -
Working capital, receivables, joint venture 950 -
Over-call, joint venture 24 755 -
Prepayments 11 649 2549
VAT receivable 11 1691
Other - -3
Total trade and other receivables 56 210 4237

The receivables all mature within one year.
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NOTE 25. CASH AND CASH EQUIVALENTS

2010 2009
Amounts in NOK ‘000
Bank deposits, unrestricted 754 321 96 695
Bank deposit, restricted, employee taxes 4217 3338
Bank deposit, restricted, interest on exploration loan 10 352 7 421
Bank deposit, restricted, pledge account 34 817 -
Bank deposit, restricted, office rental 1617 1617
Total cash and cash equivalents 805 324 109 071
NOTE 26. SHARE CAPITAL AND SHAREHOLDER INFORMATION

Preference Preference

Number of shares issued and fully paid Ordinary shares A shares B shares Total
Number of shares at 1 January 2010 59 733 333 3 898 555 963 778 64 595 666
Share issues 1 667 500 004 21 457 500 1 688 957 504
Fund issue * 2361 214 607 480 925 222 2 842 139 829
Number of shares at 31 December 2010 59 733 333 4 032 613 167 503 346 500 4595 693 000

Par value
Ordinary shares 0,01
Preference A shares 0,01
Preference B shares 0,01

Voting rights

Each share one vote
Each share represents two thousand voting rights

No voting rights

* At a shareholders’ meeting held on 19 February 2010 a resolution was made to increase the number of Preference A and Preference B shares by way of a fund issue with conversion

from the share premium account to share capital. The purpose of the conversion was for the capital structure to better reflect the actual ownership of the Company.

Redemption Rights

Under certain circumstances, and within the limits of the Norwegian Limited Liability Companies Act, the holders of Preference A and Preference B shares may
redeem some or all of the shares in cash or convert them to ordinary shares.

Preference A and Preference B shares earn preference dividends at a rate of 8% per annum of the amount held, payable in USD and compounded quarterly.

Major shareholders

Preference Preference

Ordinary shares A shares B shares Total Percentage
HVV Invest Charlie AS 4032613 167 4032613 167 87,7%
Bjarte Henry Bruheim 111 200 000 111 200 000 2,4%
Ortho-Service AS 111 200 000 111 200 000 2,4%
Kjell Hjalmar Mathiassen 55 600 000 55 600 000 1,2%
Gnisten Invest AS ! 17 043 479 28 280 000 45 323 479 1,0%
Other shareholders ? 42 689 854 197 066 500 239 756 354 5,2%
Total 59 733 333 4 032 613 167 503 346 500 4595 693 000 100,0%

1) Gnisten Invest AS is controlled by the CEO of Spring Energy.

2) Thoeng AS, controlled by Chairman of the Board Thorleif Enger, holds 3 733 333 ordinary shares and 4 045 000 preference B shares. Dag Wilfred Reynolds, member of the Board of

Directors, holds 24 889 000 preference B shares.

Distribution of dividends

No ordinary or extraordinary dividends have been distributed in 2010 or 2009.
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Proposed dividends
Dividends of TNOK 795 759 have been proposed for 2010, of which TNOK 430 000 will be repayment of previously paid-in capital.

HitecVision and Management have recommitted a significant proportion of the dividend payment to the Company, bringing the total capital commitment to more
than USD 210 million.

NOTE 27. PROVISIONS FOR LIABILITIES AND CHARGES

2010 2009
Amounts in NOK ‘000
Asset retirement obligations 73173 30 050
Other provisions 44 792 5 000
Provisions at 31 December 2010 117 965 35 050

Asset retirement obligations

Provisions for asset retirement obligations represent the future expected costs for close-down and removal of oil equipment and production facilities. The provision
is based on the Operator’s best estimate. The net present value of the estimated obligation is calculated using a discount rate of 8%. Inflation is assumed to be 2,5%.
The expected maturity for the provision is in year 2020.The assumptions are based on the economic environment around the balance sheet date. Actual asset
retirement costs will ultimately depend upon future market prices for the necessary works which will reflect market conditions at the relevant time. Furthermore,
the timing of the close-down is likely to depend on when the field ceases to produce at economically viable rates. This in turn will depend upon future oil and gas
prices, which are inherently uncertain.

The increase in the asset retirement obligation during the year is caused by an estimate change of TNOK 40 599 and unwinding of discount of TNOK 2 524.
A part of the asset retirement costs for Brage will be reimbursed by ExxonMobil Exploration & Production Norway AS. Please refer to note 5 and note 22.
Other provisions

In the case of a development of PL407 (Bream) an additional consideration to the seller (Serica Energy) could be triggered. The additional consideration will be

contingent on future development of Bream and future oil-price levels. The development of Bream is still uncertain.

Other provisions at 1 January 2010 consisted of a provision for a carry liability of TNOK 5 000 related to the sold share of PL 378. Please refer to note 5.The
remaining 15% share in PL 378, together with the carry liability, has been sold in 2010. Please refer to note 11.

NOTE 28. TRADE AND OTHER PAYABLES

2010 2009
Amounts in NOK ‘000
Trade creditors 13 892 28 773
Witholding payroll taxes and social security 6 660 5323
Holiday pay 5652 4 386
Working capital, trade creditors, joint venture 5764 4244
Working capital, accruals, joint venture 12 243 43 084
Under call, joint venture = 3823
Overlift oil - -
Overlift NGL - -
VAT payable 2072 -
Other accrued expenses " 55 205 57 645
Total trade and other payables 101 487 147 279

1) Mainly related to accrued bonus, partial settlement matching shares, drilling and other exploration expenses.

The payables all mature within 6 months.
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NOTE 29. INTEREST-BEARING LOANS AND BORROWINGS

Utilised amount Undrawn facility Carrying amount
Revolving Exploration Loan Facility = Currency NOK ‘000 NOK ‘000 Interest Maturity NOK ‘000
At 31 December 2010 NOK 330 638 1169 362 NIBOR + 2.60% Dec 2011 314 398
At 31 December 2009 NOK 269 473 730 527 NIBOR + 2.85% Dec 2010 259 967

The revolving exploration credit facility is provided by a consortium of banks including SEB Merchant Bank, Dnb Nor Bank, and BNP Paribas. SEB is the desig-
nated agent of the agreement.

In 2010 the original credit facility has been modified. The credit facility amount is increased by TNOK 500 000 to a credit limit of TNOK 1 500 000.
Furthermore, the maturity/availability of the credit facility is extended by a year until December 2013.

Maturity profile based on contractual undiscounted cash flows

2010 2009
Amounts in NOK 000
Less than 12 months 330 638 269 473
1 to 5 years -
Over 5 years -
Total utilised amount 330 638 269 473
Carrying amount of assets provided as security for the Revolving Exploration Loan Facility

2010 2009
Amounts in NOK ‘000
Exploration and evaluation assets 345 152 222 548
Oil and gas properties 112 654 112 800
Current tax receivable - exploration refund 390 169 382 546
Cash and cash equivalents 10 352 7 421
Total 858 327 725 315

The tax receivable from exploration refund, all licenses, pledge accounts and restricted bank deposits related to interest payments (interest reserve account) have
been provided as collateral for the Revolving Exploration Loan Facility.

The interest reserve account pledged as collateral is subject to the following terms and conditions:

The Group shall procure that its interest reserve account at all times is fully funded with an amount corresponding to the estimated interest costs. The interest
reserve account is blocked and may only be debited for servicing interest payments or with the prior written consent of the agent acting on the instructions of the
majority lenders.
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NOTE 30. RELATED PARTY TRANSACTIONS

Balances and transactions between the Company and its subsidiary, which is a related party of the Company, have been eliminated on consolidation and are not

disclosed in this note.

Purchases of services from related parties:

2010 2009

Amounts in NOK ‘000
HVV Invest Charlie AS " 1995 1 806
Thoeng AS 2) 504 462
Brimham Resources Ltd. ¥ 1187 -

Outstanding balances with related parties:
Owed by related parties Owed to related parties

2010 2009 2010 2009

Amounts in NOK ‘000
HVV Invest Charlie AS " - - - 976
Thoeng AS ? - - - 53

Brimham Resources Ltd. ¥

1) Shareholder, see note 26

2) Thoeng AS, a company controlled by the Chairman of the Board of Directors, has a consulting agreement with the Company for delivery of project related services. The fee is TNOK

42 per month and the agreement can be terminated within 3 months.

3) Brimham Resources Ltd., a company controlled by Rob Arnott, member of the Board of Directors, has a consulting agreement with the Company for delivery of consultancy services.
The fee is TNOK 42 per month and the agreement can be terminated within 3 months.

In 2008 Thoeng AS, a company controlled by the chairman of the board of directors, was granted share options in Spring Energy Norway AS for both ordinary
shares (3 733 333 options) and preference shares (277 778 options). The options could be exercised at any time from the date of vesting to the date of their expiry.
All options vested on their grant date and TNOK 106 was charged to expenses in 2008. All these options were exercised or expired during 2009.

The amounts outstanding are unsecured and will be settled in cash. No guarantees have been given or received. No expense has been recognised in the current or
prior year for bad or doubtful debts in respect of the amounts owed by related parties.

Compensation to Chief Excecutive Officer (CEO):

2010 2009
Amounts in NOK ‘000
Remuneration 3 462 3210
Bonuses 1092 972
Post-employment benefits 77 110
Total compensation to CEO 4 630 4292
Compensation to Board of Directors:

2010 2009
Amounts in NOK ‘000
Director’s fees 200 -
Total compensation to Board of Directors 200 -

The CEO is part of a bonus scheme with annual benefits ranging from 0 - 40% of annual salary, pending certain performance related criteria.
The CEO has the right to severance pay of 6 months if certain conditions should occur.

See note 26 for details on shares in the Company owned by CEO and members of the Board of Directors.

See note 13 for details on share based payments.

No loans have been granted and no guarantees have been issued to CEO or any member of the Board of Directors.
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NOTE 31. COMMITMENTS AND CONTINGENCIES

Carry and minimum work programmes
The Group is obliged to carry parts of the sellers’ shares of drilling or seismic costs for some of the acquired licenses. The Group is further required to participate in
the approved work programmes for the licenses.

Legal disputes
The Group was not subject to any legal disputes at 31 December 2010 or 2009.

Liability for damages/insurance
The Group’s operations involves risk for damages, including pollution. Installations and operations are covered by an operations insurance policy.

Guarantees
In 2009, the Group gave an irrevocable Standby Letter of Credit of NOK 100,000 authorised by GASSCO AS.The guarantee was provided in connection with

Terms and Conditions for Transportation of Gas in GasLed. The Irrovocable Standby Letter of Credit expires 31 December 2011.The guarantee was established in
connection with the 2.5% interest in the Brage field.

NOTE 32. EVENTS AFTER THE BALANCE SHEET DATE

In January 2011 Spring Energy was awarded 3 licenses in the APA 2010 round, which includes 2 licenes where the Company is an operator for the first time. Fol-
lowing the award the Group now holds a total of 24 licenses on the Norwegian Continental Shelf.

NOTE 33. RESERVES (UNAUDITED)

Proved and probable reserves mill barrels oil equivalents (MMboe)
Balance at 1 January 2010 1,0
Revision of previous estimates -0,2

Discoveries, additions and extensions -
Acquisition of reserves -
Divestment of reserves -
Year 2010 production -0,2
Total reserves at 31 December 2010 0,6

Expected reserves represent the Group’s share of reserves according to resource category 1-3 based on the Norwegian Petroleum Directorate resource classifiaction
system as presented in” Guidance to classification of Petroleum resources on the Norwegian Continental Shelf”. The figures represent best estimate proved and
probable reserve estimates (P50).
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T e Ansszil Sharehelden' Mesting of Spring Energy Norway AS
HMDEFENDENT AUDITOR'S REPORT

Hepord on {Be Flsascial Statcments

We bave audited the sszompanmyiag fsancial statements off Spring Energy Morway A5, which compreie
parent company financial sabements, showing & pralitaf BOK 547,650,000, sd consoliduied fisancisl
statemnents, showing a profit of NOK 534,255,000 The parert company financisl statements and the
consolidated financial stalements comprise the balance sheets as at Decombsr 31, 2000, B incose
siasements, the sistements of changes in equity and the canh fow slatements for B year then ended, sl
& summary of significant accounting policies and other explassory infonmation.

The Board of Directors and e Momaging Director s Responsibility for tbe Finawcial Satements

The Boand of Director and the Misaging Direvior is responsible for the preparation and fair preicatalion
of Bheie inancial simements in sccordansy with the Morwegian Accoenting Act and accoenting
simndards and practicer grecrally sccepted in Morway, and for such inermal controd s the Board aff
Directon: and the Maasgiag DHeector determines is necessary to enably the peepasatica of financial
stmemenis that are free from maiorial misstatoment, whether due 1o fesud of ermor.

Aufuor's Respomarbitiy

Char responsibility is 1o express an opinion on these financial stalements based on our gadit. We

conducted our sudst i sacondatee with liws, regelations, and sediting samdardi and pracoes penerally

sccepted in Norway, including Intemational Standards on Auditing. Those sisndards require that wa
with ethical requirements and plan and perfiorm the audit 1o oblain Frasonalls assurascs shou

whether the Frascial daternent e free from maserial missiatement,
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tha financial slatements, The precedures sebected Sepend on the asditor’s judgment, sclading the
axseaament of the risks of material misststement off the finaneial sstements, whether doe to frand or
emor. In making thoss risk asicussests, the suditor conmiders informal control rebevant 1o the entity™s
preparation and lair prevertation of the financial saiements i ordor 1o design audst peosed unes Bl are

in the circumstances, but not for the purpese of expressing an opinion om the effecthences of
the entity's mbomall contral. An audi also Includes evaluating the approgristencis of sbeousting polities
wmied and he reatensblinecs of Mooanting estimases made by smangpement, s well s evaluating the
eerell presentation of the finascial stascments.

Wig believe that the madit evidence wa bave obssined b saifacient ssd sppropriate to provide & baid for
our audii opinion.

Oipinion

In cxar cxpimion, the Fisane{al siwements give a trug and fair view of the pareni company financial poistion
and i consoliduted fnancial position of Spring Energy Morway AS m ol I:Im-h-r.'ll.l‘ﬂm.-dnf
their financial performasce aad their cash fiows for the yoar then caded in socondssce with the
Wormcgias Asteunting Act aed scoounting stasdasds and practices generally sooapied in Narway,
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Ropert oa Other Legal and Regubatory Requirmmeats

Cipinion on the Board of Direciors” rpart s the affocation of the profit

Based on cur audit of the fnancial iatements &3 desoribed sbove, it is our opimicn that the Sfematasn
prossmied in the Poand of Dirocion” fopon concersing the firancial tatementy and the going coscen
assusgpeion, sad the proposal for the allocation of the profis, cemplies with the lww and regulations wnd
ihat the information is consisent wish the financial suiements

Oipinion e Regiuration and docimentation

Mased on cur audil of the Feancis] imtements i desonbed sbove, md comtned prosedun we have
considered mecesssry in accordance with the Inlemational Standand o Assunssoe Engagements (ISAH)
3000, eAssunace Engagoments (ther than Audits of Reviews of Hiworical Financial Informations, i i
oo opimacn That the compasy s masagement kas fulfilled it duty bo producs a proper sl elearly 11 o
regheration msd documentation of the company's sceounting isSermation in scocedance with the law and
bookkeeping siandards and practices penerally sceepiad in Morwwy.

+ February 2, 2011

Dmmund Sailead
Stwie Anthorised Public Accoustant (Mesway}
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CLOSSARY

APA Awards in predefined areas

Boe Barrels of oil

CEO Chief Executive Officer

CFO Chief Financial Officer

COSO Committee of Sponsoring Organisations of the Treadway Commission
ERM Enterprise risk management

EMT Executive management team

E&P Exploration and production

MMboe Million barrels of oil equivalent

Mill Million

HSEQ Health, Safety, Environment and Quality

NCS Norwegian Continental Shelf

NIBOR Norwegian Interbank Offered Rate

NOK Norwegian Kroner

NGAAP Norwegian Generally Accepted Accounting Principles
NPD Norwegian Petroleum Directorate

NTNU Norwegian University of Science and Technology
NUES Norwegian Code of Corporate Governance
UKCS United Kingdom Continental Shelf

usDb United States Dollar

PL Production license

PRMS Petroleum resources management system

WI Working interest
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