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1 Executive Summary

Election Year

This year (2009) is election year and the political parties in Nordlagplang @

stand on the topic of oil and gas activities on the Norwegian continental shelf. The
oil and gas sector is a hot political topic, not only because of the sectors huge
importance with regards to its contribution to the Norwegian economypbut als
because of the implications that increased oil and gas activity might have on the
Arctic regions and the overall environmental situ@iorthe 14 of September

2009 it will be decided which parties will be forming the Norwegian government in
the yearso come.

The environment and the States wish to expand oil and gas activities in the
Northern and Arctic areas are two very hot and ciimglipolitical topics which
havemuch of the election campaign focus for most political patiedargest

political party in Norway, Arbeiderpartiet (ARhe workers party, wants to keep

value creation, employment, and competences of the oil and gas sector at a high
level and suggests that extraction efficiency is increased through intensified
research and the useCO?2 injection. They say that the exploration activity must

be increased and interesting geographical areas must be opened to the oil and gas
industry.

The development of regions like the Barents Sea aMdrtiregian Sea should be

done in cooperatiowith Russia in an effort to create the best environmental
surveillance and oil emergency preparedness in the world. Through thorough
evaluation and monitoring of the different Norwegian coastal areas, the
government will decide which areas should remawiepen free and which
should be opened to the industry.

In the quest to find new areas of exploration for the oil and gas industry, the sitting
government faces a lot of disagreements and protesting from local inhabitants,
political parties, environmeniaterests, and business interests. Especially the
fishermen in the Northern areas have given their opinion on the possible invasion
of oil companies in their waters. Not only have they protested against any oil and
gas activity coming to their waters,tbey have also claimed that the seismic tests
carried out during 2009 have damaged the population of fish in the area. This has
resulted in huge payments from the oil and gas cespanrder to get accept of

the fishermeto do the research. The resfilwhich will be known in early 2010.

The Economy

The latest macro economicalalyss of the Norwegian econonsyates that
Norway has reached the bottom and economic indicators are pointing in a positive
direction. Expansive financial politics togathwith low interest rates and a
maintained high level of oil investments have carried Norway through thre crisis
very strong position compared to most other countries, resulting in projections of
GDP growth of almost 3% in 2010.
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The oil price has beédeveloping positively from a sector point of view and is now

at a level well above thiei nvest ment freezing pointo
aroundUSD 5055 per barrelbut now ranging around USD-20 per barrel,

making way for the realization of thosariinvestments which have temporarily

been put on hold. This is good news for the industrial production sector, which

has been suffering the most during the financial crisis, as thendell
(Purchasing Managers Index) rose to 48.7 in June and gettolgseethe magic

level of 50, which indicates that manufacturing is expanding. In fact industry
production is expected to rise as soon as irf ipeaBter of 2009.

The Market

Norway has a major, but mature and highly competipstream oil and gas
sector featuring mosif thekey natinal and international operators and suppliers
The downstream oil segment is small, open to competition and deregulated.
Supplying to the upstream activities connected to finding and extracting the oil and
gas resoues presents by far largest potential in the Norwegian oil and gas
industry, but with talk of developing new and remote areas in the North, supplying
the downstream oil and gas segment within refining and distribution could prove
to be a lucrative busin@ésshe coming years.

Oil has been dominating the production on the Norwegian continental shelf since
production began itme early 1970s. During recent years production of natural gas
has taken up an increasing part of the total production of petroedustprin

Norway and estimates for future production predict that gas will kbeomain
petroleum product extracted from the Wegian underground. This beirethe

natural gas resources of Norway means that several of the largest international oil
ard gas producing companies have-teng investment plans for the Norwegian
continental shelf in order to be freed from tligipendence of other more
uncertairmarkets.

The States intervention in the Norwegian oil and gas industry can beasiewed
both stength as well ageaknessAlthough highly influenced by the Norwegian
State and the governmemmt decisions concerning exploration licentes
Norwegian oil and gas industry has always been known as a fair and legally sound
industry, not giving in tooouption and other kinds of frau@his security
provides a great foundation for the Norwegian oil and gas industry to come out on
top and remaining one of the most attractive petroleum industries in the world.

Expert opinions on whethe existing oil @hgas resourcegll run dryvarious a

lot and actual estimates lie in the range from 8ytea4f. The opportunity is great

if the operators succeed in developing more efficient ways of extracting the oill
compared to today. Also the Northern regionsndraneas like Lofoten and also

the Arctic Sea represent great but still uncertain possibilities for the Norwegian oil
and gas industry, but there is a major hurdle to overcome in convincing the local
habitants andoliticians that thenvironment will ndbe harmed.
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SW-O-T analyse

Strengths

Physical and cultural distance to ma

Long history of Danish supply
Norway.

As an oil and gas nation, Norway is
transparent (low level of corruption).

Very established market with h
nationalmportance.

Established technologies which
known to Danish suppliers.

Establishment is fairly easy and
bureaucratized.

Weaknesses

Some say that the remaining resoy
are scarce.

Government dilemma in connection
environment and continued and gag
production.

The exchange rate between NOK
DKK (Danish products and servig
become more expensive).

Lower level of investment
outsourcing of projects.

a

Opportunities

Gas production could be taking ove
the long run.

Government wiingness to open ne
exploration areas.

The level of the oil price (if above U
70)

The presence of the Danish Exp
Council in connection to the Dani
Embassy who guides and promc
Danish companies in Norway.

Due to old rigs and other installasig
maintenance and removal of these
be a growing market in the years
come.

Increasing value of the Norweg
Krone towards the Danish Krone.

Future areas of expertise (see the
under section 3.5.1)

Technological challenges (see the
under section 3.5.2).

Threats

Uncertainty about which areas to
opened for exploration.

Environmental organizations try
prevent further exploration.

Increased cost focus among opere
and top level suppliers, forcing proj¢
into low cost regions.

The level of the oil price (if below U
60)

Criteria set up by the different opera
in order to become a supplier.

Technological challenges (see the
under section 3.5.2).

Local competition.

Decreasing value of the Norweg
Krone towards thBanish Krone.
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Achilles

Achilles Joint Qualification SystefdQS)is a unique collaboration between
Norwegian and Danish oil and gas operators and management contractors. The
participating organizations use the system to provide information andtto sele
suppliers and contractors when buying goods and services. Those buyers not
subject to the EC procurement directives are actively using the system as a joint
vendor database.

Being qualified by the Achilles is not an absolute demand if you wishre éeco
supplier to the Norwé&mn oil and gas industry and adurse the expense
connected to being qualifiedncseem large to some companies. Howibeer,
qualification can be a way to ease access to oil and gas contracts. For some of the
main players in ¢hindustry a preliminary evaluation of different supplier bids on a
project can sometimes be done upon whether or not the supplier is qualified by
Achilles. In that sense being qualifredhe Achillessystemcan shorten the

process of winng supplier aaracts and is by most membeémsved as a good
investment.
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2 Introduction to Norway

2.1 Economical & Political Situation

The present situation

Primarily as a result of the worldwide financial crisis, thee¢anveconomy is
facing a slighdownturnin someindustries, primarily within mainland activities
The economic downturn had its introduction about a year ago, but did not really
kick in until the end of 2008 antiqLiarter of 2009Che Norwegian economy has
experienced some very good years and isdex@is one of the strongest
economies when it comes to handling a financial crisis. Although this is true,
numbers do show an increase in the unemploymemadteaetback is to some
extend visible in mosectorsAll indicators point towards an ecomno downturn

which will stike mainly among mainland industries, but as N@wagning from

an all time higthe damages of the financial crisis will be minimal

Not only private consumption, but also business investments into the Norwegian
mainland eatomyhas developed dgeiweakly in 2008n the T quarter of 2009
mainland business investmeh&sse droppedsignificantly, which in turn has
contributed to an even bigger fall in the overall level of activity and a drop in
mainland production. But loo into the investments done in the Norwegian
petroleum industry we see that these investments have continued to increase
throughout 2008 and into 2009 which has played a decisive role in limiting the
downturn of the Norwegian economy overall.

The actuagrowth in petroleum related investments was measured at 2.0 % from
4™ quarter 2008 to*lquarter 2009. The growth has especially been experienced
within searching, but also production drilling has pulled up the total investments.
Numbers indicate an iease in investments within oil drilling, searemdgil &

gas piping of almost 25 % fromduarter 2008 toIquarter 2009nvestments
madeinto oil extracting platforms, drilling rigs, and modules dropped by 10.2 %
during the same period, contribgtnegatively to the overall increase in petroleum
related investments of 9.6 % over the last year.

The very important oil price has, from a sector activity point of view, developed
positively during the spring months which would support a relativeseargh

activity for 2009. Furthermore 2009 has already produced several very promising
findings and promising findings will affect the search interest positively. Therefore
investments within production drilling and searching are expected to keep
increamg throughout 2009.

Although oil production dropped by 1 % frofhquarter 2008 to™Iguarter 2009,

the total petroleum production still managed to increase due to an increase in gas
production of 6.8 %. The petroleum production in Norway has develped
positively during the last two years. The decrease in oil production has been more
than made up for by the much bigger increase in gas productioould be
mentioned though, that due to the huge fall in production experienced in 2005 and
2006, tle current production level is still not as high as peak year of 2004.
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The price of crude oil and natural gas pidgven more than the traditional
export goods and contributed to a drop in the price index of total export of 15 %.
This kind of negative delopment has not been seen in Norway since 1975. The
export of oil and gas will continue to decrease until 2012 as it has done since 2002.
The export development will be influenced in part by an increase in the export of
gas and in part by a larger deseréathe export of oil.

The Norwegian government has set up a financial policy which includes automatic
stabilizers that contribute to oOsofteni
setback. Without the rearrangement to expansive money and finarese i

development in Norway would have been characterized by a significantly larger
increase in the unemployment rate and a much bigger decrease of mainland GDP

for 2009 as compared to what we expect. The high level of petroleum related
investments alscontribute to the stabilization of the Norwegian economy this

year. Even though the oil price has fallen, theigtiod of petroleum products is

not influencedby the short term downturn. This stabilizes the Norwegian
economy compared to countries wHab®ur intensive industries dominate the

export sector.
(Sourcehttp://www.ssb.no/emner/08/05/10/0a/200903/norskok.pd

Economic Projections

The worldwide financial crisis, mspecially the duration of this crisis reake

very difficult to predict anything certain about the future economic development.
Nonetheless production is expected to experience the present weak but positive
development throughout 2009 and maybe ifitquarter of 2010, but 2011 and

2012 point in the direction of decreasing production rates. This evaluation is
shared by most if not all of the industrial businessept from the consumer
goods industry, covering amongst other foods, beverages and tohaceo,
expectations are more positive.

Investments made into oil extraction platforms dxilihg rigs is estimated to
increase slightly through 2010 as well as 2011 before dropping a bit in 2012. The
development in the petroleum related investmentgrys important to the
mainland economy, because of the ties between offshore operators and mainland
suppliersThe uncertainty in connection to the expected price level of oil has to be
consideredquite significant as well as the effect of the finanga on the
development in the investment level.

The demand from the oil business is expected to maintain a fairly high level in the
future through increased demands from households and the public sector. On the
other hand the demand in the Norwegian éxparkets is expected to decrease
hence the industrial production will probably continue to drop, maybe up until
2011. From 2011 an mease is expected and the total export will therefore drop
less than traditional export this year and next year. The gxpath is also
expected to be lower in the coming years due to a continued fall in the export of

oil and natural gas.
(Sourcehttp://www.ssb.no/emner/08/05/10/0a/200903/norskok.pd
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Political Framework

The Norwegian Parliament establishes the framework for the Norwegian
petroleum activities. The methods used include passing legislation and adopting
propositions, as well as discussing and responding to white papers coneerning th
petroleum activities. The opening of new areas for petroleum activities, major
development projects or matters of great public importance must be discussed by
the Norwegian Parliament. The Norwegian Parliament also supervises the
Government and the publdministration.

Figure 2.1
Stortinget (Parliament)
The Government
Ministry of r Winistry of Ministry of -
Petroleum "::_'""?m" of thte Labour and Fisheries and Mll:?ll,laatg:[
and Energy IR IHER Social Inclusion Coastal Affairs
The The Norwegian The Petroleum The Norwegian Government The
ggm’]‘fg:ﬁ"“ P(?llllrl{lttllﬂﬂln Safety Authority Coastal Pension Fund  Petroleum
Directorate Authority Horway Administration - Global Tax Office
Petoro AS
Gassco AS
Gassnova
SiatoilHydro ASA

(Source: NPD and the Norwegian fiscal budget)

The government holds the executive power over petroleum policy and shares
responsibility for this policy with the Norwegian Parliament. In applying the policy,
the government isupported by the ministries and subordinate directorates and
agencies. The responsibility for executing the various roles within the petroleum
policy is shared as follows:

0 Responsibléor resource management and for the sector as a whole
0 Responsibléor health, the working environment and safety

0 Responsibléor state revenues

d Responsibléor oil spill contingency measures

0 Responsibléor the external environment

Through the 40 years of petroleum activities on the Norwegian continental shelf,

OLF (Oljeindustriens Landsforenin@LF members and the Ministry have jointly
appreciated the importance of close dialogue, communication and interaction
between the industry and government in the petroleum Sdwtddorwegian

government regards it asynportant for the state to play a role as a substantial,

longterm and stable owner in order to retain a NorwegiarfdraStatoilHydro.
Norwayds private sector has I-intensiveed capa
and strategicalignportant sateowned companiesn particular, petroleum and
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energy companies are of such a substantial size that an extensive sale of
government holdings could not be replaced by Norwegian-pegtieinterests.

The government aims at
- Continuingto take SDFI(The States Direct Financial Interdéstidings
where good profitability or a langgsource potential is offered.

- Ensuing that Petoro manages the SDFI in accordance with the
assumptions and targets definedhaygovernment and thdorwegian
Parliament

- Emphasizing he signi ficance edmanthsablst at ed s
owner in order to ensurenational base for StatoilHydro.

The Role of the Government

There are two systems for awarding licensdseddorwegian continental shelf.

In 2003 theGovernment introduced the annual system of Awards in Predefined
Areas (APA) in mature parts of the Norwegian continental shelf (NCS). This
system replaced the annual North Sea AWdrdsAPA system ensures that very
large areas close to existing and ethnnfrastructure are available for the
industry. The APA area will be expanded as new areas mature, but the area is not
to be reducedln addition to the APAystem, there is a system of ordinary
concession rounds held normally every second year. Tineds facus on
frontier areas on the shelf where the potential for petroleum is less explored and
where fewer infrastructures are built.

Since the beginning of 206fanyfinancial packages have been given by the
Norwegian government to keep the indusimggy but the financial packages do

not change the fact that export demand from other important markets are still
decreasing, hurting the activity in the Norwegian industry. Furthermore the
Norwegian oils & gas sector is dominated by cash investmemsdfittaough

the cash flow of the oil producing companies. This means that the fact that the
government provides financial aid to different lending institutions does not mean
that the investment activity of the oil and gas sector will increase. Adtigty in
sector is bound to the actual oil price and that alone.

(Sourcewww.regjeringen.ho

2.2 Business Qilture

Meeting & Greeting

Greetings are casual and follow no ritual. A handshake, eye contact and a smile are
enaigh when doing business in Norway. Although Norwegians are relatively
informal they will often introduce themselves using their surnames. People move
to first names quickly but until that occurs one should address people with "Herr"
(Mr.) or "Fru" (Mrs.) lois the surname.

When presenting orself be sure not to appear too over confident or self
promoting. A cornerstone of Norwegian culture is egalitarianism, embodied in
what is called "Jante's Lawante's Law teaches people to be modest and humble.
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Thisis seen through ast people's refusal to criteeizhers and thawareness not
to flaunt their wealth or financial achievements.

Communication

If one were to sum up the Norwegian communication style it would be informal,
transactional and diredbue to the influence of egalitarianism, Norwegian
business culture lacks airs and graces. On the whole people are generally easy going
and informal in business dealings and communication. However, informality does
not offer anyone a license to act unprofessiottak important to always remain

polite and respectful when doing business in Norway.

Although business is transactional in nature, there is still the need to build trust and
confidence. This is achieved through building rapport but at the same time
providing lots on background information on yourself, experience, qualifications
and that of your company. Relationships develop slowly.

Norwegians are straightkers and not very emotive. They have no difficulty
disagreeing with people or speaking thieids within a business context as this is
viewed as separately to personal life. Criticisms and the like are more often than
not based on facts rather than opinion. They are scrupulous about honesty in
communication, often to the point of pointing ow tegatives in their own
proposals in greater detail than the positives.

Meetings & Negotiating

Punctuality is imperative when doing business in Norway. If delayed always call
ahead to warn people. Business meetings will have a small amount oftamhall talk
quickly get down to the business at hand. Try and mirror the tempo the hosts are
working atlf presenting, ensure you back up arguments or concepts with concrete
facts and figures neatly orgadiin charts. Norwegians are analytical thinkers and
this helps them reach conclusions easily. Avoid hype or exaggerated claims in your

presentation when in meetings or doing business in Norway.
(Sourcehttp://www.kwintessentilaco.uk/etiquette/doindusinessorway. htnjl

Level of corruption in Norway

In the latest version of the corruption indgxesented by Transparency
International Norway is ranked as the™lkast corrupt country of the 180
countries in the analg. his is a verygoa position andthe Norwegian
governmentontinues to pua lot offocus on this isguand treatit in avery
serious manme

This increased governmental focus has now effectuated some very positive
initiatives to increase awarenesshandillingness amongst Norwegian companies

to report acts of corruption to the relevant authoritiesvayhas the lowest level

of corruption within its bandgas sectoandthe Norwegian Oil and gas Minister,
Terje Riislohansen, has announced thatvdy will beone of the front runners

in the workio prevent corruption in oil producing countries in especially Africa.
(Source: Dagens Neeringsliv, Debatt side 3, 28.06.2009)
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The map below indicates the level of corruption worldvheéedarker theotour,
the higher the level of corruption is in the given country.

Figure 2.2

CPI 2008
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W 40-49
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no data

TRANSPARENCY
INTERNATIONAL

the global coalition against corruption

(Sourcehttp://www.transparency.n/

Norway has chosen to implement EIl{Bxtraction Industries Transparency
Internationgl whichcovers oil, gas, and extraction of solid mineral resources. This

is done in order to secure openness and transparency within these sectors and is
seen as an important signal sent to all counsesvithin the OECDThese

sectors are often subject toraptionas they often involve significant investments

as well aboth private and governmental interests. ThisejgudationNorway is

making a great effad avoidand in fact acts of corruption within the Norwegian

Oil & Gas sector is close to noxéstnt.
(Sourcewww.transparency.no

Cultural Aspects

Drawing upon the theoretic work dhe Dutch professor and author Geert
Hofstede can help Danissuppliersrealize the cultural differences between
Norway ad Denmark. Although we are neighbours and very similar in language
and living standard there are some, and in many situations quite important,
differences to be aware ©he figure below depicts the five cultural dimensions
which Geert Hofstede uses torpare different countries for business purposes.

Figure 2.3
The 50 Model of professor Geert Hofstede
75
=0
g 45
=0
ol i i = I
o PDI rMAa= LAl
EEE Cenmark
Morw ay
(Sourcehttp://www.geerthofstede.cony/
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The five dimensions aRower Distance IiiB&%), IndividualistDV), Masculinity
(MAS),Uncertainfvoidance Indekl), andLongrerm Orientati@¥O). In the

model above, a comparison is done for Denmark and Nanddyom the five

pairs of columns it becomes quite obvious that there are significant differences
between the two countries on moreatisions. It is important to notice, that the
figure only shows the cultural tendencies of each country and that there will be
examples ofompanies with positions on these five dimensions that are different
from the suggested country norm.

The Norwegiancere on thePower Distance Ingl@igher than the Danish score,

but both are ranked on the low parirafex which means that litHh&ention is

paid to thehierarchical levels of the organisation in Norwegiavell as Danish
companiesin a regotiatn situation, thisnears that thee is a better chance of
constructive discussion as everyone will have a chance to have their opinions
heard.

The dimension oidividualisim almost the sanmeaning that both Danes and
Norwegians work toward the fulfént of personal goals and not as much the
social goaldut on theMasculinifimension Denmark scores almost double the
score of Norway. This means that there is a tgntlemicDanish companies will
be much more eager to get started and make profitthieacooperation, whereas
Norwegian companies tend ftcus more on the social valuesbokiness co
operatios and the longerm possibilitiegdience a Dane in Norwalhould not be
too hasty in your negotiation processes and you should not be too dacinsed
immediatdinancial gain alone.

The final two dimensions show obvious differences as wellUridestainty
Avoidance Indebs us that Norwegiapsefer to take the safe route as opposed to
Danes who are much more willing to take risks andréntaew projects and-co
operations. This means that it is very important for Danish companies not to push
Norwegian business partners imaking decisions on new ventures as this would
the Norwegian company stall even more Lohglrerm Orientatisnot registered

for Denmark, but the tendency would be that Norwegians prefer a masgriong
co-operation which is in line with the more feminine values compared to

Denmark.
(Sourcehttp://www.geerthofstedeeom/)
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3 The Oil & Gas Sector

3.1 Introduction

In the following a brief historic run through of the Norwegian Oil and Gas sector
will be gien. Furthermore a brief description of the present main areas of activity
as well as areas of development will be dirally different political trends of

the sector especially regarding the environment will be intraduged an
impression of the main focus areas.

3.1.1 Brief History of the S ector

Agreements on dividing the North Sea in accordance with the median line
principle were reactheby Norway with the UK and Denmark in 19%6Be
Norwegan continental sheBouth of Stad (62°N)which is taken as the northern

limit of the North Seawas divided into 37 quadrants, each comprising 12 blocks
covering 15 minutes ofitadeand 20 minutes of longitude.

Norway's first offshore licensing round was announced on 13 April 1965, and 22
production licences covering a total of 78 blocks were awahdefitst well was
drilled off Norway in the summer of 1966. It provelgetary.

Key goals for Norwegian oil and gas policies since the early 1970s have been
national management and control, building a Norwegian oil community and state
participation. Decisions on opening new areas lay wilotivegian Stortinget
(NorwegianParliameni while liceres for petroleum operations were to be
awarded by the governmdmtploration in the 1970s was confined to the area
south of the 62nd parallel. A phased opening of the continental shelf to
exploration and restrictions on the numtiieblocks awarded in each licensing
round were usdd maintain a moderate pace.

Foreign companies dominated exploration off Norway in the initial phase, and
were responsible for developing the country's first oil and gas\ieldghese
multination& firms were also intended to play an importanttkrng role, the

goal of building up a Norwegian oil community was defined at an early
stageStatoil was created as a stateed oil company, and the principle o#&0

state participation in each produttlicence was established. Nwwegian
Parliamentater decided that the level of state participation could be higher or
lower than 506, depending on circumstances.

State participation in petroleum operations was reorganised on 1 January 1985.
Statadlis interest in many licences was split into two components, one linked to the
company's commercial participation #rel other becoming part of the state's
direct financialnterest (SDFI) in petroleum operatidifgs arrangement means

that the state idf funds the exploration expenses, investment and operating costs
falling to the SDFI, and receives the share of production and revenues which
corresponds to its in&st in each production licensbe Norwegian Parliament
resolved in the spring of 2001t 21.5% of the SDFI's assets could be sold.
Fifteen% was sold to Statoil that same spring, and the remairflagvéssold to

other companies in March 2002.
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The NorthEast Frigg gas field became the first development off Norway to cease
production m May 1993. A total of 12 fields had been shut in on the NCS at
January 200Rlorwegian oil and gas production has increased substantially over
the past 10 years, and the country ranks today as the world's third largest exporter
of crude oil after Saudi a#ia and Russia. Petroleum operations now play a
substantial role in Norway's economy, and contribute considerable revenues to the

State.
(Sourcehttp://www.npd.no/)

3.1.2 Location of the Oil & Gas Fields z Present and Potential

The North Sea

The Balder field was discovered in 1967. Ekofisk was proven in December 1969,
and it became obvious in early 1970 that this was a large disadgethat year,
several interesting finds were made in the samé&l@rgagian NorthSea oll
production began in 1971 when Ekofisk at the southern end of the sector came on
stream. Its oil was loaded into tankers on the field until the Norpipe oil line to the
UK was completed in 197Bhe Norpipe system's lean gas line from Ekofisk to
Emden in Germany began operating in 1977, initiating Norwegian natural gas
exports to continental Europe.

The Frigg field was discovered in May 1971 and came on stream six years later. A
dry gas export pipeline was built to St Fergus in Boitscoveredn 1974,

Statfjord is shared between Norway and the UK. All three concrete gravity base
structures on this giant field stand in the Norwegian sector. The first of these
platforms cae on stream in November 1979.

The map below shows the predefined aretteedflorwegian Sea as well as the
announced blocks and areas covered by a.license

Figure 3.1

(SourceFactbook 2009 by the Ministry of Petroleum and Energy
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In 1985, the first North Sea gas was landed in Norway throwgk &nefrom
Statfjord to Késte north of Stavanger, where condensate is removed and the lean
gas piped on to continental Europe. Statfjord represented Statoil's first major
assignment as operattmbracing Statfjord, Gullfaks, Snorre and several smaller
fields, Tampen became thestionportant oiproducing region of thedwwegian
continental shetfuring the 1980s and 1990s. Offshore loading into shuttle tankers
is used to ship oil from the area.

Development of Oseberg was approved in 1984, with production starting in 1988.
Oil from this field is piped to Sture near Bergen. Oseberg was the first Norwegian
field to receive injection gas from another reservoir, using the Togi facility on
Troll. The Sleipner East and Troll Phase | gas developments were approved by the
Norwegian Padmentin 1986. This reflects a trend in which gas is becoming
increasingly important in overall Norwegian petroleum produdgerloping

Troll ranks as one of the world's biggest energy projects. Embracing production
from thin oil zones, the second phases approved in 1992 and has put Troll
among Norway's major oil fields since it came on stream in 1995. Crude from Troll
is piped to Mongstad near Bergen.

The Norwegian Sea

The first three productidicensesbove the 62nd parallel were awarded in 1980

In the following year, petroleum was found on the Halten Bank with the discovery
of Midgard (now part of the Asgard field)number of oil and gas accumulations
have since been discoveiaugen became the first oil field approved for
development othe Halten Bank in the autumn of 1988, and came on stream in
October 1993. Heidrun, Njord, Norne and Asgare fsabsequently come on
streamPlans for development and operation (PDOs) of Kristin and Mikkel were
approved in 2001.

The map below showike pedefined areas of the Norwegian Sea as well as the
announced blocks and areas covered by a license.

Figure 3.2
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(SourceFactbook 2009 by the Ministry of Petroleum and Energy
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The Norwegian Parliameapproved construction of the Haltenpipe gas transpo
system from Heidrun to Tjeldbergodden in-Nodway in February 1992.
Heidrun came on stream in 1995, and associated gas from this field has provided
feedstock for methanol production at Tjeldbergodden sincelrl @®@nnection

with the Asgard developnmgapproval was also sought for a nevirgalk lineto

Karstg.

Deepwater areas of the Norwegian Sea were put on offer for the first time in the
15th offshore licensing round. Seven of tHedB8seswarded in this 1995 round

are located in deepwaparts of the Mgre and Varing ardago large discoveries
made in thed&censesluring 1997 confirmed that the area has great potential. One
of these was Ormen Lange, the setampst gas discovery on the NCS, with 400
million scm of gas. New productilicensesvere awarded in these waters in the
16th round.

The Barents Sea

A total of 39 productiohcensefiave been awarded in the Barents Sea since 1980.
A number of these have vyielded a series of minor and nrs&®dmgas
discoverief?lans for devepment and operation (PDO) and installation and
operation (P1O) for the Snghvit LNG project were submitted to the authorities in
September 2001 and approved by Nwoewegian Parliamerthe following
March.These are based on subsea installations tiedybaakultiphase gas and
condensate pipeline to a receiving terminal at Melkgya outside Hammerfest in
northern Norway. The gas will be processed there, liquefied and exported in

liquefied natural gas carri@ifse Goliat oil discovery was made in 2000.
(Souce:http://www.npd.no/English/)

The map below shows the predefined areas of the Norwegian Sea as well as the
announced blocks and areas covered by a license.

Figure 3.3
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Where will the activity be in the futur@

The ShtokmanField

The Shtokman was discovered in 1988 and is located 555 kilNor¢tessst of
Murmansk in the Russian part of the Bar8aa.The Sea depth in that area is
around 350nekrs. The Shtokman field is therilargest subsea gas field and
covers an area of 1400 square kilométeedield contains estimated quantities of
between 2500 and 3.2 billion cubic meters extractable gagarmglantities of
condenses.

The «pansion costs for three phases hbeen estimated at around NOK 147
billion. A future fourth phase at Shtokman could prove necessary. The expansion
concept of the Shtokman field will most likely consist of sea bed installations and
pipelines to the maand where the gas will be processed. Those in charge of the
field expansion estimates that four platforms will be used, 144 production wells of

which around 40 will most likely be subsea completed wells.
(Sourcehttp://www.offshore.no/nyheter/newspick _shtokman.aspx?fpc=2

The Field Expansion

The Russian oil and gas market contitestract significant interest from the

Nor wegi an petr ol e uadecisionl to sntower fwvard Gvethz pr o mod s
developmentof the giant Shtokman field ipartnership with Total and
StatoilHydrois adding further interest in the Rusdiarents Sea. A final
investment decisiam the first phase of developmentl probablybe made by

the partners in 200but companies are already positiotiggnselves for the

challenges of developitige field, 550 km into the Barents Sdw Shtokman

partners are looking at extractyag for the first time in 2013 didG (Liquefied

Natural Gasin 20140 an ambitias schedule.

Norwegian companies have documetitenl competitiveness by gaining a major
share of the work in the developmenth&f Prirazlomnoye field in the Barents
Sea; a field which Sevmorneftdgglieves can start production in 20k@& aim

of the Barents 2020 initiative isstimulate development of new expeidise
technology, needed for petroleoperations in the north. Barents 2@2@lso
focusing on how to reconcilpetroleum technology and environmental
considerations in the sensiticerine ecosystem of the High Nortfhis
technological area of expertise represents interesting possibilities for Danish

suppliergo the Norwegian oil and gas sector.
(Source: Yearly report by INTSOK from 2007)

3.1.3 Current Political Trends and Issues in the Sector

While competition is desirable, cooperatemveen the players in the petroleum
industry isalso beneficial. Therefore, the main rule is thautherities award
production licences to a group @impanies instead of one company alone,
normallyon the basis of applications from oil compamesonnection with
licensing rounds.hE& mostimportant award criteria include understanalirige
geology, technical expertise, finarstiahgth and the experience the authorities
havehad with the specifml company. Based on thpplications, the Ministry of
Petroleum and Energgstablishes a licensee group. In this groupoithe
companies exchange ideas and experi@ndeshare the costs and revenues
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associated witthe production licence. The companempetebut must also
cooperate to maximise the valudéproduction licence they have been awarded.

Under this system, expertise and experiencgativered from a number of
companies from adlver the world. The licensee group also funci®asnternal
control system within the productiarence, where each licensee is responsible for
monitoring the work of the operatofhe petroleum sector is driven by
technological innovation. Maximising the vatueshe Norwegian continental
shelf requirethat oil companies constantly apply the &esilable technology,
and that they carry out timecessary research and development. Thetbfore,
Norwegian authorities have establisred environment that promotes
technologicaldevelopment. Today thers tlose collaboratiobetween ol
companies, research institutes, singply industry and the authorities when it
comedo technology and research.

Environmental issues

Emissions to air consist mainly of exhaust gases from combustion of gas in
turbines, gs flaring and combustion of diesel. These exhaust gases contain
components such as carbon dioxide (CO2) and nitrogen oxides THOX).
petroleum sector accounts for about-foueth of Norway's total greenhouse gas
emissions. Most of the emissions froim $lector are linked to energy praduact

on the offshore facilitieshe most important reasons for the increase are extended
lifetime and higher energy needs associated with tail production, in addition to
longer transport distances for gas to the market figures below show the
historical and expected emissions of CO2 and NOX.

Figure 3.4
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(SourceFactbook 2009 by the Ministry of Petroleum and Energy

Key emission sources for both CO2 and NOx include burning of gas in turbines
and motors, gas flag and diesel consumption on the facilities. In 2008, the
Government established a project called Climate Cure 2020. The objective of the
project is to produce basic data for evaluating new policy instruments aimed at
achieving the Government's climatalgjoThe NPD is participating in this work
together with other agencies, under the leadership of the Norwegian Pollution
Control AuthorityDuring the fall of 2008, the NPD took part in work to evaluate

the costenefit of introducing the Barents Sea reomgnts (zero discharges to

sea) in the Norwegian Sea and the North Sea.

Since the very beginning of the petroleum activities on the Norwegian shelf,
Norway has focused on reducing gas flaring. Little flaring takes place on the
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Norwegian shelf comparediwother petroleurproducing countries. The NPD is

now involved in an international joint effort to reduce flaring on a global level.
This can result in less greenhouse gas emissions and enhanced value creation in
those countries which succeed in implangerhese principleShe NPD also
participates in the work on the comprehensive management plan for the
Norwegian Sea, which will be submitted td\tbwvegian Parliameduring the

spring of 2009.
(Sourcehttp://www.npd.no/English/Emner/Ytre+miljo/2009_1_8_miljo.him

3.1.4 Development P lans

New fields of exploration

Goliat

The plan for development and operation (PDO) of the Goliat field in the Barents
Sea was approved by Marwegian Parliamemn 19 Jun2009 The investments
associated with Goliat are estimated at more than NOK 28 billion. The field's
reserves are around 174 million barrels of oil. The licensees are Eni Norge AS
(operator) and StatoilHydro Petroleum AS. Golidt mveet the strict
environmental requirements established in the comprehensive management plan
for the Barents Sea. Goliat will report its power consumption needs for full
electrification from 2017. The PDO approval is contingent on the licensees
submittng a plan for increased use of power from land to Goliat as soon as the
power supply situation in the area has been reinforced, but no later than 1 January
2019.

Oselvar

On 19 June2009 the Government approved the plan for development and
operation of Oslvar. The field is located in the North Sea, 250 km from the
Norwegian coasDong E&P Norge AS is the operator of the development. The
other licensees are Bayerngas Produksjon Norge AS and Norwegian Energy
Company AS. The operator has estimated thénmargs at NOK 4.6 billiohe

field will be developed with a trawlable seabed facility, and the production from
Oselvar will be tied in to Ula for processing. Oselvar is located 23 km west of Ula.
According to the plan, production from Oselvar will corneném November

2011. The operator estimates the recoverable reserves at 4.34 billion cubic metres
of gas and 3.91 million cumetersof oll.

Troll projects

On 19 June2009 the Government approved the plan for development and
operation of Troll projects the North Sea. The projects deal with-tenm
development of the oil and gas resources on the Troll field. The plan does not
entail a new development, but two modifications that will ekeshidtime of the

Troll field. Installation of a third dcgas pipeline from Troll A to the process
facility at Kobknes Gas injection from Troll B amd lzehalf of the licensees in
production licences 054 and 085, the operator StatoilHydro has estimated the

investments at NOK 5.7 billion.
(SourceThe NorwegiatPetroleum Directorate's (NPD's) report for the second quarter of 2009)
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Figure 3.5

(Sourcevww.regjeringen.no/upload/OEDf%20filer/Konsesjonsrunder)

On 30 April, the Ministry of Petroleum and Energy awarded 21 new production
licences in the 20th diesing round on the Norwegian continental shiH.

awards include nine new production licences in the Barents Sea and 12 new
production licences in the Norwegian $ka.map above shows thwards given

in the 28 licensing round and the percentageeoship of each production
license.

Future Developments

There are many projects planned for the future on the Norwegian continental
shelf. Some are slowly being realized and others are still at a stage where political
and economic aspects can gtilltheprojects to the graven the followingthree

of these future developments are briefly described.

Snohvitd Snghvit is the first offshore development in the Barents Sea. Without

surface installations, this project involves bringing natural gas toorland f

|l i guefaction and export from the first [
northernmost liquefied natural gas facility. Arctic LNG supplies from Snghvit

provide new opportunities for the Norwegian oil and gas s&ctehvit is the

first major development on the Norwegian continental shelf with no surface
installations.

The seabed facilities are designed to betrawdable, so that neither they nor
fishing equipment will suffer any damage from coming into contact. No fixed or
floating units i@ positioned in the Barents Sé@stead, the subsea production
facilities stand on the seabed, in water depths #¥435MetresA total of 20

wells are due to produce gas from the Snghvit, Askeladd and Albatross fields. This
output is transported tland through a 14dlometre pipeline. A total of nine
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