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• DNO is an international E & P company engaged in exploration,

development and production of oil and gas.

• DNO will create, realise and add value to its shareholders by

- being the operator or an active partner in the development 

of petroleum fields

- applying “best practice” from E & P industry and from the oil 

services industry

- realising value in its Offshore & Services portfolio

• Going forward DNO will

- increase focus on exploration activities

- continue optimisation of the licence portfolio

- seek to realise the value created in all phases of 

a project
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Licence portefolio 

NORWAY
Licence Equity% Operator
Glitne & Enoch 10,00 Statoil
PL 229 - Goliat 15,00 Emi
PL 035 25,00 Hydro
PL 072 25,00 Hydro
PL 305 60,00 DNO
*Jotun Unit 7,00 Exxon/Mobil
*PL 103B 70,00 DNO
*PL 203 15,00 Marathon
*PL 088BS 15,00* Marathon
*PL 036C 15,00* Marathon
*PL 148 50,00 DNO
*PL 167 + 167B 20,00 Statoil
*PL 006C 100,00 DNO

YEMEN
Licence Equity% Operator
Tasour 38,95 DNO
Sharyoof 24,45 Dove Energy
Block 43 50,00 DNO

EQ. GUINEA
Licence Equity% Operator
Block P 5,00 Ocean Energy

MOZAMBIQUE
Licence Equity% Operator
Inhaminga Block 80,00 DNO

UK/IRELAND
Licence Equity% Operator
*Heather 100,00 DNO
*Broom 100,00 DNO
*Thistle 99,00 DNO
*Solan/Strathmore 3,70 Amerada Hess
*Seven Heads, Irl. 12,50 Ramco

* Discontinued operations
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Key figures (group)
NOK million

DEFINITIONS

Reserve replacement rate: 
Access to new proved and probable
reserves, including acquisition and
sale/produced volumes.

EBITDA:
Operating profit (loss) adjusted for
depreciation, impairments, amorti-
sation and abandonment expenses

EBITDAX: 
Operating profit (loss) adjusted for
depreciation, impairments, amorti-
sation, abandonment costs and
exploration costs (including costs of
dry wells and impairment of oil and
gas fields (“impairment tests”))

Netback: 
EBITDA minus taxes paid

ROACE: 
Net profit (loss) adjusted for after
tax interest expenses/average capi-
tal employed 

Interest coverage ratio:
EBITDA/interest expenses

EXPLORATION AND PRODUCTION 2003 2002 2001
Annual production mmbbl 9.9 8.2 4.8

Increase in proved and probable reserves mmbbl 27.9 48.1 23.4

Exploration expenses 88.1 114.0 9.7

Average daily production 26 761 22 399 13 235

Reserve replacement rate (one year) 2.8 5.9 4.9

Production and transportation expenses USD/bbl 9.99 7.17 10.20

PROFIT (LOSS)
Total operating revenues 2009 1 691 1 199

Operating profit (loss) 741 523 367

Annual profit (loss) 107 -77 134 

EBITDA AND NETBACK
EBITDA 1 120 967 636 

EBITDAX 1 208 1 081 645

Netback 509 552 530

EBITDA-margin % 55.8 57.2 53.0

RETURN ON CAPITAL
ROACE % 8.3 -2.3 13.1

CROGI % 20.4 24.2 21.7

BALANCE SHEET FIGURES AND FINANCIAL RATIOS
Total assets 2 556 2 041 2 353

Fixed assets 2 183 1 777 2 006 

Interest-bearing debt 827 561 651 

Interest coverage ratio 28.0 17.0 11.5

Equity ratio % 38.3 44.0 40.0

Current ratio 1.00 1.10 1.09 

SHARE-RELATED DATA
Market price at 31 December 27.0 14.6 14.5

Number of shares million 55.7 54.2 51.6

Market capitalisation 1 503 791.0 748.2
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Highlights 2003
Structural

• DNO decided to optimise its licence portfolio and

signed an agreement for sale of the company’s assets

in the UK and Ireland and part of its Norwegian licence

portfolio.

• The sale will yield approx. USD 240 million in net

proceeds to DNO.

• The company acquired interests in four new licences 

in Norway and in two licences in Africa.

Operational

• DNO increased its oil production by 19 per cent 

(Note 25) to 26 761 barrels per day.

• DNO’s petroleum reserves grew by 14 per cent to 

144 million barrels.

• Two new wells were drilled in the Tasour field in 

Yemen, resulting in

- an increase in oil production of 53 per cent

- a 50 per cent increase of total recoverable reserves to

29.4 million barrels

•  The company increased its reserves in Norway by 15.7

million barrels.

• Drilling in the Norwegian licence PL 203 proved signifi-

cant hydrocarbon resources.

• The field development plan for the Broom field was

approved by UK authorities.

• The Seven Heads gas field was developed and put

onstream.

• Considerable cost-efficiency measures were implemented

on the Thistle field, reducing costs by approx 25 per

cent.

Financial

• In August, DNO entered into an agreement for a USD

100 million revolving credit facility.

• Strong performance in core oil and gas operations:

• Operating profit NOK 741 million

• Cash flow (EBITDA) NOK 1 120 million

• Netback NOK 509 million

• Cash return on gross investment (CROGI) 20.4 per cent
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A strengthened and more flexible DNO

DNO’s overall objective has been and will continue to be to create long-term value for its

shareholders.  In 2003, we chose to realise a significant share of the values created by the

company since its new strategy was introduced in 1996. A few months into 2004, DNO has

become a company with an exciting portfolio, financially better positioned than ever to

continue its positive development, thus creating additional value for our shareholders.

In 2003, DNO was at a crossroads.

Developing an oil company from a pro-

duction of 800 barrels per day to almost

30 000 barrels per day in a few years is

demanding. This kind of growth requires

great efforts by the employees, and, not

least, costs in the form of capital invest-

ments. Throughout 2003, DNO worked to

secure long-term financing in order to

increase the company’s opportunities and

flexibility. Parallel with this the company

implemented a review of its total licence

portfolio with a view to optimisation. The

company ultimately had to choose between

further debt financing and operational

risk on the one side and realisation of the

value it had created on the other. The

result was that DNO sold part of its assets

to Lundin Petroleum.

The growth DNO has experienced in

recent years has mainly been based on

the experience which the company has

gained from its involvement on the UK

shelf, and especially from its operatorship

of the Heather and Broom fields. Through

our activities in the UK we have clearly

demonstrated the financial potential of

extended production and we have man-

aged to realise this potential without any

serious injuries to personnel or negative

impact on the environment. Selling this

activity, saying goodbye to good and very

competent colleagues, therefore, is difficult.

However, although we are selling these

assets and part of our Norwegian licence

portfolio, we will retain the valuable

expertise and experience gained from the

development of these activities. The sale

was implemented simply because we are

certain that this will strengthen DNO's

ability to create additional value for its

shareholders in the years ahead.

The financial strength obtained through

the sale of our UK and Norwegian assets

will be used to add future value. We have

a firm strategy, in which continual optimi-

sation of DNO's licence portfolio is a cen-

tral objective.  The Lundin transaction has

strengthened the company’s financial

position and its remaining portfolio cash

flow is still strong. In addition, we have

maintained our core expertise in prepara-

tion for future operatorships in all phases

of upstream activities.

DNO has benefited from having a firm

strategy. This strategy remains unchanged.

At the same time, at the beginning of

2004, DNO has strengthened its position

as an independent E & P company by

expanding its operational and financial

capacity. In the future, therefore, the

company will also consider projects not

necessarily classified as small or mature

fields, with the aim of expanding its area

of investment. Our entry in the Barents

Sea through our acquisition of an interest

in the Goliat licence is one example of

this. In recent years, the company has

gained valuable transaction expertise,

and not least, transactional preparedness.

This will be used to enable DNO to realise

its licence portfolio values during all proj-

ect phases. 

Since 1996, DNO has diligently followed the

company's long-term strategy which has

been successful. After the transaction with

Lundin Petroleum, DNO stands as a petro-

leum company with a significant cash

flow from retained production, as well as

solid experience and expertise from oper-

atorships in all upstream phases, both

onshore and offshore. In addition, we

have a sound financial position and flexi-

bility which will enable us to add further

to the company's value. All of this com-

bines to make DNO well positioned to

continue creating value for our share-

holders in 2004 and future years.

Helge Eide, Managing Director
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The sale of licences and interests to

Lundin Petroleum AB shows the consider-

able values DNO has built up after the

company was revitalised and changed its

strategy in 1996. The sale has released

significant capital for new investments on

the Norwegian shelf. DNO’s activities on

the Norwegian shelf are organised in the

group's wholly owned subsidiary Det

Norske Oljeselskap AS.

DNO's operations in Norway in 2003 met

expectations. Production declined to 

5 605 barrels per day (6 868 in 2002),

while operating revenues fell to NOK

406.3 mill. (477.4).  This was as expected.

In 2003, DNO Norway focused on increas-

ing production from existing fields, and

on further developing its exploration

portfolio with the aim of upgrading

reserves.

DNO has been successful in identifying

and developing oil fields, creating consid-

erable value for its shareholders. The

company will now use its solid expertise and

industrial experience on future projects.

Highlights in 2003

• The Glitne field is back on plateau after

a new production well came onstream,

extending the field's production life by

three years

• A new oil discovery was made in the 

PL 203 exploration licence northwest 

of the Jotun field

• The oil discovery in the Boa structure,

which is part of the Alvheim area 

(PL 203), was larger than expected

• Sale of a seven per cent interest in the

Jotun field and a 15 per cent interest in

PL 203, PL 088B and PL 036C to Lundin

Petroleum AB was announced in November.

Licence activities

The results of DNO’s activities in Norway

in 2003 were good, with new oil discoveries

being made and stable production. The

company’s long-term strategy of comple-

menting major petroleum companies’ activi-

ties is gaining increasingly wider acceptance.

The Glitne field

The Glitne field, which according to its

original field development plan should

have ceased production, is back on

plateau after production started from a

new well. This has extended the estimated

production life of the field by three years.

At the end of 2003, production from the

Glitne field, in which DNO holds a ten per

cent interest, averaged 30 000 to 35 000

barrels per day. The partners in the

licence plan to drill another production

well in 2004, which may prove additional

reserves in the field.

Operating profit
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Activities on the Norwegian continental shelf

2003 was another successful year for DNO in Norway. Activity levels were high, resulting in

two new oil discoveries. DNO Norway achieved its best results ever. An important strategic

decision was made towards the end of the year when DNO announced that it would sell part

of its assets on the Norwegian shelf.

Activities in Norway
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The field is operated using the Petrojarl 1

production and storage ship, connected

to four production wells and one water

injection well. The production regularity

of Petrojarl 1 was high throughout 2003.

The Glitne field, discovered in 1995, is the

smallest field on the Norwegian shelf with

a stand-alone development solution; It is

located some 40 kilometres northwest of

the Sleipner area.

The decision to develop the Glitne field

was based on 25 million barrels of esti-

mated recoverable reserves. These fig-

ures have subsequently been upgraded,

first to 35 million barrels, and then

towards the end of 2003 to in excess of

50 million barrels. The last upgrade

means that reserves now more than 

double the original development plan

estimates.

The Jotun field

Production from the Jotun field, in which

DNO participates through its interest in

PL 103B, started in 1999/2000. The acqui-

sition of Conoco’s 3.75 per cent interest in

2001 was decisive in gaining an operator-

ship on the Norwegian shelf. The takeover

increased DNO's interest in PL 103B to 70

per cent. Consequently, DNO has a seven

per cent interest in the Jotun field.

The Esso-operated Ringhorn field is now

being tied in to Jotun. Oil from Ringhorn

will be transported to the Jotun ship,

where it will be processed. This will signi-

ficantly reduce operating costs, and con-

siderably increase the future profitability

of Jotun. The agreement ensures extended

commercial operation of the Jotun field.

Two infill wells gave valuable contribu-

tions to production from the Jotun field

in 2003, providing about half of the daily

production of 32 000 barrels. Even so,

production figures for 2003 were disap-

pointing. The tie-in of Ringhorn, however,

is expected to ensure continued good

profitability at Jotun, which is now in its

tail-end production phase.

Fields under development

PL 203

PL 203 is an exploration licence located

northwest of the Jotun field. DNO’s 

interest in the licence is 15 per cent.

Three exploration and appraisal wells

were drilled in the PL 203 area in 2003,

resulting in a new pure oil discovery in 

the so-called Kneler structure. The 

degree of flexibility concerning develop-

ment solutions for a pure oil discovery is

much higher than for an oil/gas field, and

the field economics are usually signifi-

cantly better.
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Activities in Norway

In the Boa structure, which is part of the

Alvheim area (PL 203), DNO found far

more oil than had originally been expected.

A thick oil column was discovered under

the gas zone which the company had

already confirmed. Consequently, the

reserves in the area increased significantly.

Drilling in the Gekko structure, which is

also part of PL 203, was a disappoint-

ment. Small quantities of gas were 

discovered, but these were not deemed

commercial by themselves. With a

development of Alvheim, however, the 

gas may nevertheless be commercially

exploitable.

Other licence activities

In December 2003, DNO was awarded 

a 60 per cent interest in PL 305 in the

North Sea. In addition, the company

signed an agreement with Shell in

February 2004 for the takeover of a 15

per cent interest in PL 229, the so-called

Goliat find in the Barents Sea, and a 25

per cent interest in PL 035 and PL 272.

The transaction is conditional upon

approval by the Norwegian authorities.

Outlook

The company’s sale of assets to Lundin

Petroleum AB gives DNO sufficient financial

strength to pursue its further strategy in

Norway. The proceeds from the sale will

be used for future investment in the

North Sea and on the company’s contin-

ued focus on exploration and production.

DNO is currently evaluating several pro-

jects in the North Sea basin. The company

moreover has applied for licences in the

18th licensing round. DNO still sees a

great potential on the Norwegian shelf

and aims to continue its long-term strategy

of creating significant value for its share-

holders.
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DNO International is one of three business

units of DNO ASA. DNO International is

active in three licences and has two operator-

ships in Yemen in addition to ownership in the

Seven Heads gas field in Ireland. DNO’s share

in the Seven Heads field will be sold to

Lundin Petroleum AB as part of the agree-

ment with the Swedish company.

DNO International’s activities in 2003

focused on further expansion of the

Yemen assets and new ventures in Africa:

the DNO International asset portfolio pro-

duced an average of 9,796 barrels per

day (gross), and generated a total gross

revenue of USD 85.7 million. 

Highlights 2003

• Production from the Tasour field increased

steadily during 2003 and exceeded fore-

casted levels. Successful drilling also

added an estimated 50 per cent to earlier

estimated reserves,

• Appraisal and development wells on the

Sharyoof Field have increased reserves

there to an estimated 35 million barrels

(100 per cent basis),

• DNO signed agreements to enter into

Mozambique and Equatorial Guinea.

Tasour field (Block 32, Yemen)

The Tasour Field, where DNO is the operator

with a 38.95 per cent participating inter-

est, exceeded production expectations

during 2003. Four further wells were

drilled on the block, and these successful-

ly increased production from 11 216 bar-

rels per day in 2002 to 17 198 barrels per

day in 2003. The field had a record

monthly average production of 19 915

barrels per day in November 2003.

A discovery made on the western flank of

the main Tasour field will require further

appraisal work. Two producing wells have

already been successfully drilled on the

western flank extension in 2003. Field

extensions to the east and to the south of

the main field have also been targeted as

potential reserve growth areas. Based on

positive results of the appraisal work per-

formed in 2003, the reserve estimate has

been adjusted from 19.7 million (in 2002)

to 29.4 million barrels of recoverable oil.

Further appraisal and development wells will

be drilled in 2004. New 3-D seismic acqui-

sition across the Tasour field will be carried

out to achieve a better reservoir defini-

tion of the flank areas of the field before

further development drilling is carried out.

DNO received an award and recognition

from the Ministry of Oil as being the oper-

ator achieving the highest score amongst

all operators in Yemen in relation to making
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DNO’s International operations

DNO International experienced a strong operational year in 2003. Production

exceeded expectations both from the Tasour and Sharyoof fields in Yemen. New

licence acquisitions were made in Mozambique and in Equatorial Guinea. DNO’s

strategy is to further expand into new markets both in the Middle East and African

regions.

Activities DNO International ltd



use of national resources to carry out

field operations.

Sharyoof field (Block 53, Yemen)

The Sharyoof field, where DNO has a 24.5

per cent ownership, exceeded production

expectations for 2003. By year end a total of

six oil wells were in production, and a further

two wells were injecting water. The develop-

ment drilling programme for 2003 has

allowed field production to be maintained

at a high level: average production in

2003 was 18,911 barrels per day compared

with 20,248 barrels per day for 2002.

Two development wells were drilled in

2003. The Sharyoof-8 and Sharyoof-9

wells were completed in March and

December respectively as oil producers. 

A further two exploration wells were

drilled in 2003. The Sharyoof East-1 well

was drilled on a satellite structure six kilo-

metres from the main field, and Bayoot-1

well was drilled on a new prospect some

12 kilometres from the main field. Neither

of these wells discovered commercial oil.

As in the Tasour field, produced water in

Sharyoof is increasing with time. The two

water-injecting wells had installed separate

wellhead injection pumps to increase the

water injection capacities. The water cut for

the field at the end of 2003 was 57 per cent.

Block 43 (Yemen)

The minimum commitment work programme

for the Block 43 exploration licence was

amended and received Ministry approval at

the beginning of 2003. The amended pro-

gramme included 130 kilometres of new

seismic acquisition and three exploration wells.

DNO acquired a total of 148.7 kilometres

of new seismic in early 2003, primarily in

the middle and northern part of the block.

The first exploration well, Zaboon-1, was

drilled in the second quarter of 2003 in the

southern part of the block to a total depth

of 2,289 metres. The well did not discover

hydrocarbons. A second exploration well,

Meshat-1, commenced drilling operations in

December 2003, in the northern part of the block.

DNO’s interest in the block has been reduced

from 75 per cent to 50 per cent through a

farm-out arrangement concluded with Oil

Search (Yemen) Limited of Australia in Q4

2003. The farm-out arrangement reduces

the exploration risk to DNO, and simulta-

neously brings in a partner who is active

in the neighbouring areas to Block 43.

DNO is still operator on the block.

DNO received Ministry approval to extend

the licence term from February 2004 by

another six months.

Seven Heads Gas field (Celtic Sea, Ireland)

DNO has a 12.5 per cent interest in the

Seven Heads gas development through its

wholly owned company IPDL. DNO´s

interest in Seven Heads has been sold as

part of the agreement with Lundin

Petroleum AB.

With Ramco Oil & Gas Limited as the

operator, the focus for 2003 has been to

complete the Seven Heads field develop-

ment programme. The field is developed

with five subsea completed wells using a

subsea manifold installed on the seabed

to connect up the wells. An 18” diameter

pipeline 45 kilometres in length connects

the subsea manifold at Seven Heads to the

Marathon Oil operated Kinsale-A platform.

The produced gas is thereafter exported

through existing export infrastructure to

the Inch Terminal near Cork in Ireland and

connects up to the onshore distribution

network operated by other third parties.

Initially the field was to be completed with

six wells. Only five were successful as the

sixth well was drilled in a reservoir forma-

tion with limited production capabilities.

Seven Heads gas production came on

stream in December 2003, and the field was

producing about 60 MMscf/day at 2003

end of year, of which DNO has 12.5 per cent.  

10 DNO annual report 2003
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IPDL has made contractual arrangements

with Innogy for the gas sales.

Inhaminga Block (Mozambique)

DNO signed an Exploration and Production

Contract for the Inhaminga block effec-

tive from July 1, 2003, with the authori-

ties of Mozambique.  The Inhaminga block

covers an area of 21,400 square kilome-

tres and is located some 200 kilometres

from Sasol’s development of the Pande

and Temane gas fields. DNO is the opera-

tor and has an interest of 80 per cent.

Seismic and geological studies were car-

ried out during 2003 and preparations

are being made to commence drilling

operations in June 2004. DNO has estab-

lished an operations office in the city of

Beira, which is close to the area of opera-

tions. A local contractor has been com-

missioned to carry out an environmental

impact assessment study, which is an

integrated and important part of the

approval processes needed to carry out

petroleum operations in the area.

DNO’s minimum commitment work pro-

gramme on the block includes drilling

two exploration wells.

Block P (Equatorial Guinea)

DNO signed a Production Sharing Contract

with the authorities of Equatorial Guinea

for the offshore Block P. The contract was

ratified in April 2003 and DNO’s interest

is five per cent. The block has good cover-

age of recently acquired 3D seismic, and

regional mapping and tectonic modelling

were carried out during 2003.

This West Africa region is new territory to

DNO. Devon is the operator on Block P

and is quite active in this region. DNO

wish to use this opportunity to work with

Devon on Block P in order to gain knowl-

edge of this area with a reasonable explo-

ration risk exposure.

Outlook

DNO will continue to

focus its interna-

tional activities on

new prospects in

the Middle East

and Africa. The

company will

carry out fur-

ther appraisals

of the existing

oil fields in

Yemen and

exploration

activities in 

all three Yemen blocks will continue to

form part of the present asset portfolio.

Further expansion is planned for the

Middle East and Africa in 2004/2005.

DNO will evaluate prospects ranging from

low risk exploration assets to entering

into production assets. The primary focus

will be on oil rather than gas, but gas

prospects will be considered if access to

sales infrastructure is established.

11DNO annual report 2003
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DNO's operations in the UK are conducted

through its wholly owned subsidiary 

DNO Britain Limited. In 2003 DNO Britain

produced an average of 8,687 barrels per

day (net) and generated total net

revenues of GBP 59.4 million. During the

year some GBP 25.5 million was invested

in the development of Broom and

Heather field life extension activities.

DNO’s portfolio in the UK Continental

Shelf contains net proven reserves 

at 31 December 2003 of 33.7 million 

barrels.

Strategically, the Board of DNO has chosen

to realise the value of the UK portfolio by

entering into a Share Purchase Agreement

for the sale of DNO Britain Limited and its

subsidiaries to the Swedish Company

Lundin Petroleum AB. DNO intends to 

further use the experience and informa-

tion gained over the past years to acquire

new positions in producing fields and

undeveloped acreage on the UK

Continental Shelf.

Highlights 2003

• Broom field Development Plan was

approved by UK Government and

coventurers

• Overall operating costs were reduced

by some 20 per cent

• A Share Purchase Agreement for the

sale of the UK Business and all UK

assets was entered into in November

2003

Licence Activities

DNO experienced a slight, but planned

decrease in its UK production during

2003. Development of the Broom field

has been the major project for DNO

Britain in 2003.

Heather field

The Heather field is the main asset of

DNO’s UK operations. DNO Britain own a

100 per cent beneficial interest in the

field, which is located about 390 kilome-

tres northeast of Aberdeen, Scotland.

The life of the field has so far been

extended by an estimated five years

beyond the originally scheduled decom-

missioning date.  This extension allowed

time to explore and appraise the adjacent

Broom field. The Broom field will be

developed by a subsea tie-back to the

existing Heather Alpha production plat-

form. DNO Britain has upgraded the

Heather Alpha platform to accommodate

the Broom field tie-back, thereby further

extending profitable production from the

Heather field and significantly reducing

per barrel production costs.

Operating profit
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Activities in the UK

DNO’s UK operations

DNO posted an improved operational result in the UK in 2003, partly achieved by a 20 per cent

cut in overall operating costs. A Share Purchase Agreement for the sale of the UK Business and

all UK assets was entered into in November 2003.

Operating revenues
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In 2003 Heather field production aver-

aged 3,785 barrels per day, a decline from

4.800 barrels per day in 2002. As a result

of the tie-back of the Broom field, oil

from the Heather field is expected to be

produced profitably, even at low levels of

production, until approximately 2013.

Following the tie-back of the Broom field

to the Heather Alpha platform, further

development of the reserves in and near

the Heather field has become commer-

cially viable. The planned development on

the Heather field is expected to increase

field production to around 5,500 barrels

per day and result in immediate positive

cash flow.

Thistle/Deveron fields

The Thistle/Deveron fields are producing

offshore oil fields operated by DNO with a

99 per cent interest. The fields are located

about 465 kilometres northeast of

Aberdeen, Scotland. They have been

developed using a fixed steel-jacket plat-

form with processing facilities.

The main focus of efforts on the

Thistle/Deveron fields has been to reduce

production costs and evaluate infill

drilling opportunities. The interest in the

Thistle/Deveron fields was acquired in

2002 and DNO became operator in 2003.

During 2003, production costs on the

fields were reduced by approximately 

25 per cent. This was achieved by imple-

menting activities resulting from a main-

tenance strategy review, minimising

waste, renegotiating contracts, and

organisational development.

In 2003, Thistle/Deveron production aver-

aged 4,902 barrels per day. The Thistle/

Deveron fields are expected to produce

until 2008. When production ceases to be

profitable, DNO is entitled to return its

interests to British Petroleum and Conoco,

who will be responsible for the Thistle/

Deveron fields’ decommissioning costs.

The near-term development plans for 

the Thistle/Deveron fields include well

workovers and reservoir stimulation

measures. Additional seismic studies are

also planned in order to evaluate the 

economics of an infill well drilling pro-

gramme. 

Broom field

The Broom field is a non-producing off-

shore oil field for which DNO is the opera-

tor. DNO owns a 55 per cent interest in

the field, which is situated on blocks 2/4

and 2/5 approximately eight kilometres

from the production platform on the

Heather field.  The Broom field is located

about 93 kilometres northeast of the

Shetland Islands. DNO has been operator

since 1997.

In August 2003, the Broom field

Development Plan was approved by UK

Government and coventures. The Broom

field will be developed by a subsea tie-

back to the existing Heather Alpha pro-

duction platform, where the oil will be

processed and then transported to mar-

ket. This solution will allow the recovery

of oil from the Broom field with minimal

capital expenditures for production and

transportation. Further, it will extend the

economic life of the Heather Alpha plat-

form and thereby extend profitable pro-

duction from the Heather field, even at

low levels of production, for approximate-

ly 10 years. By year-end, some 40 percent

of work related to the construction of

subsea facilities and the modification of

Heather topsides facilities was completed.

Production from the Broom field is esti-

mated to start Q3 2004. The Broom field

is expected to produce until at least 2013,

based on the present development plan.
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Management’s discussion and analysis

Management’s discussion and analysis

The following discussion of our financial position and results should be read in combination

with our audited financial statements and relevant notes and the other information contained

elsewhere in this Annual Report.

Haakon Sandborg, CFO

DNO has demonstrated its ability to create value for its shareholders
through profitable growth in mature segments of the petroleum industry
and through operatorship of or active participation in licenses. In 2003,
DNO's petroleum activity was organised in the business units Norway, UK
and International. The sale of licences and interests to Lundin Petroleum
AB has rendered visible the significant values DNO has created in its
Norwegian and UK units.

The company’s financial performance is influenced by several factors,
which are described in this chapter.

Netback variations
(NOK Mill.) Variation
Net Back 2002 552

Favourable (unfavourable)

Operating revenues:
Production 309
Oil price 333
Exchange rates (254)
Revenues offshore & services (26)
Other revenues (3)
Oil price hedging (41)
Expenses and taxes paid
Exploration and Impairment 26
Operating expenses , excluding 
non-cash items (190)
Taxes paid for the period (197)
Net Back 2003 509

Significant variations
˙ Higher production contributed more than NOK 300 million to the com-

pany’s operating revenues.
˙ Higher crude oil prices than in 2002 also contributed strongly to the

increase in operating revenues in 2003. The increase was partly offset
by a lower USD rate than in the preceding year. 

˙ The acquisition of the Thistle field in the UK sector increased the com-
pany’s total operating expenses.

˙ Taxes paid in 2003 increased almost by NOK 200 million compared
with 2002 because of higher taxation in Yemen and production-related
taxes in the UK (Thistle field).

Review of the company’s results
The management’s discussion and analysis should be read in combination
with the company's consolidated accounts for 2003 and 2002 presented
on pages 27-57.

OPERATING REVENUE

DNO’s operating revenues increased by NOK 318 million in 2003, from
NOK 1 691 million in 2002 to NOK 2 009 million in 2003.  

NOK Mill. 2003 2002 Variation %
Revenue from sale of petr. products 1 976.2 1 588.1 388.1 24
Op. rev. offshore and services 69.7 96.1 (26.4) (27)
Other op. rev. incl. asset sales 3.6 6.8 (3.2) (47)
Hedging activities (40.9) - (40.9) (100)
Total operating revenues 2 008.6 1 691.0 317.6 19

• Production of oil and gas
Total production increased by 19 percent in 2003, due to acquisition of
the Thistle field on the UK shelf and higher production in Yemen. 
The production increase represents a value of NOK 309 million.

NOK Mill. Variation %
Favourable (unfavourable)

Revenue from sale of petroluem products 2002 1 588.1 -
Increase in production volume 309.3 19
Increase in crude oil price 332.8 21
Reduction NOK/USD (254.0) (16)
Revenue from sale of petroluem products 2003 1 976.2 24

Boe 2003 2002 Variation %
Oil production UK 3 170 811 1 745 034 1 425 777 82
Oil production Norway 2 049 955 2 497 592 (447 637) (18)
Oil production International 4 547 010 3 932 938 614 072 16
Total oil production 9 767 776 8 175 564 1 592 212 19

DNO’s share of oil production from the UK shelf averaged 8 687 barrels
per day, compared with 4 781 barrels per day in 2002, a production
increase of of 3 906 barrels per day. The acquisition of the Thistle field
contributed to the increase in production. DNO's total production increase
on the UK shelf from 2002 to 2003 was 82 percent.
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As expected, production from the Norwegian shelf declined in 2003 aver-
aging 5 616 barrels per day, as compared with 6 843 barrels per day in
2002. The main reason is declining production from the Jotun field.

In Yemen, the average daily crude oil production increased from 10 775 to
12 458 barrels, which is a 16 per cent increase. The production increase
was contributed by successful drilling and work over activities on both the
Tasour and the Sharyoof fields during 2003. 

• Crude oil prices
The average price of crude oil (Brent Blend) in 2003 was USD 28.6 per
barrel, compared with USD 25.14 per barrel in 2002. DNO achieved an
average crude oil price of USD 28.58 per barrel in 2003 compared with
USD 24.31 in 2002. 

• Foreign currencies
DNO’s revenues are primarily in USD, whereas the company’s financial
statements are in NOK and a significant share of its total costs accrue in
NOK and GBP. Thus,  fluctuations in the USD in relation to NOK and GBP
significantly impact the company’s results.

The average NOK/USD exchange rate was 7.08 in 2003, compared with
7.99 in 2002. The revenue effect from currency fluctuations is estimated
at negative NOK 254 million.

OPERATING EXPENSES

DNO’s operating expenses in 2003 totalled NOK 1 267 million, compared
with NOK 1 168 million in 2002. This represents an increase of 9 per cent.

NOK Mill. 2003 2002 Variation %
Exploration expenses 88.1 114.1 (26.0) (23)
Production and transportation cost 707.6 489.6 218.0 45
Ordinary depreciation 323.2 351.6 (28.4) (8)
Aband. and decom. cost 18.0 15.5 2.5 16
Impairment, amort. and losses 12.8 63.5 (50.7) (80) 
Payroll and payroll rel. expenses 41.6 35.5 6.1 17
General and administration 50.9 85.1 (34.2) (40) 
Bad debt provisions 25.2 13.0 12.2 94
Total operating expense 1 267.4 1 167.9 99.5 9

• Exploration expenses
Exploration expenses declined by 23 percent in 2003 compared with the
preceding year. The main reason for the reduction in the company’s total
exploration expenses was the write-down of the Tyr field on the
Norwegian shelf in 2002.

Investments in exploration projects in 2003 reflect the high activity level
maintained by DNO. During the year the company more than doubled its
geological and geophysical spending, including seismic surveys and field
studies. This includes the company’s activities relating to PL 203 which
during the year contributed to an increase in DNOs reserves.

NOK Mill. 2003 2002 Variation %

G&G, seismic surveys and field studies 55.6  21.1  34.5  164

Exploration expenses capitalised 

in previous years charged to expense - 13.2 (13.2) (100)

Exploration expenses capitalised 

in 2003 charged to expense 21.1 17.7 3.4 19

Write-down of capitalised 

licence expenses - 51.0 (51.0) (100) 

Other exploration expenses incl. 

consulting services and expenses 

own organisation 11.4 11.1 0.3 3

Total exploration expense 88.1 114.1 (26.0) (23)

• Production and transportation expenses
DNO’s production and transportation expenses increased by 45 per cent
in 2003 compared with 2002. The marked increase is due to the acquisi-
tion of the Thistle field, combined with an unfavourable development in 
USD/GBP exchange rates. The increase in production expenses for
International is a consequence of higher production expenses at the
Seven Heads gas field offshore Ireland. 

NOK Mill. 2003 2002 Variation %
Production / lifting cost 627.8 432.0 195.8 45
Transportation expenses 63.2 36.6 26.6 73
Prod. expenses offshore and services 16.7 21.0 (4.3) (20) 
Total production and transportation 
expenses 707.6 489.6 218.0 45
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Management’s discussion and analysis

NOK Mill. 2003 2002 Variation %
Production and transportation 
expenses UK 479.7 257.8 221.9 86
Production and transportation 
expenses Norway 103.3 117.4 (14.1) (12) 
Production and transportation 
expenses Int. 108.0 93.4 14.6 16
Total production and transportation 
expenses (Oil and Gas) 691.0 468.6 222.4 47

The table below shows production and transportation expenses per barrel
for the business areas.

USD per barrel 2003 2002 Variation %
Production and transportation 
expenses UK 21.37 18.49 2.88 16
Production and transportation 
expenses Norway 7.12 5.88 1.24 21
Production and transportation 
expenses Int. 3.35 2.97 0.38 13
Total production and transportation 
expenses 9.99 7.17 2.82 39

• Ordinary depreciation, abandonment, impairment, write-downs etc.
These items declined by more than NOK 76 million compared with 2002. 
In 2002 DNO fully wrote down its Russian project (Timan Pechora) by
NOK 63.5 million. The background for the write-down was the high uncer-
tainty relating to future cash flow estimates for the project. 

NET FINANCIAL ITEMS 

NOK Mill. 2003 2002 Variation %
Share associated companies (25.6) (191.7) 166.1 87
Net other financial items (39.9) (43.9) 4.0 9
Total net financial items (65.5) (235.6) 170.1 72

• Share associated companies
In DNO’s consolidated profit and loss statement for 2002, NOK 191 million
was expensed relating to losses and write-downs of the company’s shares
in Petrolia Drilling. 

In 2003, DNO wrote down NOK 15.6 million relating to a short-term loan
to Petrolia Drilling in the fourth quarter. Furthermore, DNO fully wrote
down the company's NOK 10 million share of a convertible bond loan to
Petrolia Drilling in the third quarter of 2003.

• Net other financial items
NOK Mill. 2003 2002 Variation %
Interest received 9.2 12.8 (3.6) 28
Other financial revenues 23.8 54.7 (30.9) (56)
Interest paid (40.0) (57.0) 17.0 30
Capitalised interest expenses 32.8 0.6 32.2 5367
Net gain(loss) on sale of securities 0.1 2.2 (2.1) (95)
Net gain (loss) on foreign exchange 
(agio/disagio) (15.4) (35.1) 19.7 56
Other financial expenses, including 
currency and crude price hedging (50.4) (5.3) (45.1) (851)
Loss of interest and provisions for 
bad debts, PDR ASA 0 (16.8) 16.8 100
Net financial items (39.9) (43.9) 4.0 9

Other financial items of NOK 50.3 million included expenses related to the
refinancing work carried out in 2003. Of this, NOK 28.6 million related to
efforts to establish a high yield bond loan in the US and NOK 16.0 million
to the establishment of a USD 100 million loan facility with  ANZ Bank.

TAXES 

NOK Mill. 2003 2002 Variation %
Taxes payable (113.9) (120.6) 6.7 6
Deferred taxes 11.1 73.8 (62.7) (85)
Taxes paid in kind (Yemen) (465.7) (317.3) (148.4) (47)
Taxes (568.2) (364.1) (204.1) (56)

DNO’s taxes increased from NOK 364 million in 2002 to NOK 569 million
in 2003, an increase of 56 per cent. The increase is due to both block 32
and block 53 in Yemen having reached maximum cost oil. Thus the com-
pany has been repaid its share of investments made on behalf of the
authorities in Yemen. 
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Capital
LONG-TERM LIABILITIES

The net increase in long-term liabilities in 2003 follows from a USD 100
million loan facility established to inter alia finance DNO’s share of the
development of the Seven Heads and Broom fields. 

NOK Mill. 2003 2002 Variation %
Abandonment obligations 297.1 275.7 21.4 8
Other liabilities 18.9 - 18.9 N/A
Deferred taxes 84.6 70.1 14.5 21
Total other provisions for liabilities 400.5 345.8 54.7 16
Bond loan 335.8 420.3 (84.5) 20
Amounts owed to financial institutions 446.0 140.8 305.2 217
Total other long-term liabilities 781.8 561.1 220.7 39
Total obligations and long-term 
liabilities 1 182.3 906.9 275.4 30

Sensitivity analysis
DNO’s financial results are influenced by changes in production volumes,
crude oil and gas prices and currency exchange rates. The estimated
effect on financial results of changes in these factors is shown in the
table below. The estimate is based on a crude oil price of USD 28.49 per
barrel and a NOK/USD exchange rate of 7.08.

NOK 1 000 Operating revenue
Production volume (+/- 1 000 bbl/d) 73 908
Crude oil prices  (+/- USD 1.0) 69 156
Exchange rate USD/NOK (+/- NOK 0.5) 139 158

Reserves
The development of DNO’s reserves base and reserve replacement ratio is
decisive for the company’s long-term revenues and profitability.

RESERVE REPLACEMENT RATIO

A high reserve replacement ratio forms an important part of the basis for
an oil company's positive development. In recent years DNO's efforts to
replace produced reserves by new reserves have been successful. DNO
uses a three-year average as its main indicator, as this takes into account
short-term fluctuations from one year to another.

The company reports proved and probable reserves estimates.

3-year 5-year
2003 average average 

Reserve replacement ratio 2.8 4.3 5.8

EXPENSES RELATING TO FINDING AND DEVELOPMENT (F&D)

Finding and development costs for one single year may be misleading
because of the long period of exploration and development activity preced-
ing the completion of a project. Therefore, DNO has chosen to measure
performance based on three-year averages as these are better indicators.

The table shows that DNO has managed to keep expenses relating to
finding, development and acquisition of licence interests at a low level,
thereby managing to replace produced reserves at an attractive cost.

3-year 5-year
USD per barrel 2003 average average 
Total finding, development and 
acquisition expenses (FD&A) 4.1 2.7 2.1

Key figures
DNO’s performance management system is focused on cash flow genera-
tion and cash flow return. Consequently, DNO’s objectives and perform-
ance reporting particularly emphasise financial key figures relating to the
company’s after tax cash flow from operations.

Cash return on gross investment (CROGI) is a performance indicator that
describes the relationship between investments and their cash return.
DNO uses CROGI as its main key performance indicator. In 2003 and
2002, DNO’s CROGI has significantly exceeded the company’s cost of
capital (WACC), underscoring the positive value created. In 2003 DNO
achieved CROGI of 20.4 percent compared with 25.5 percent in 2002.
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The OECD, the Oslo Stock Exchange, the

London Stock Exchange and other institu-

tions are among those institutions which

have developed guidelines and recom-

mendations for corporate governance.

The guidelines and recommendations

concern the capital market’s require-

ments to external reporting, documenta-

tion, management and internal control,

transparency, corporate responsibility,

equality and independence of roles and

decisions.

To meet the new requirements and

demands, DNO has made and will continue

to make efforts to further develop its 

corporate governance processes to

ensure compliance at all times.

The Board of Directors 

According to DNO’s Articles of Association,

the company’s Board of Directors must

have at least three and at most six 

members.

The current Board of Directors of DNO

comprises the chairman and four direc-

tors. As a consequence of the process of

restructuring the company’s governing

bodies, to adapt the organisation to inter-

national and national corporate gover-

nance requirements, the composition of

the Board was changed during 2003 and

two new Non-Executive Directors were

appointed. The Board of Directors now

consists of two Executive and three Non-

Executive Directors

The future composition of the Board of

Directors and the backgrounds and

expertise of its members will mirror the

challenges DNO faces in the years ahead.

When selecting Board members, DNO will

seek to recruit individuals with different and

complementing backgrounds and insights.

The Board is responsible for the overall

supervision of strategy, finance, budgets

and organisational issues. All board mem-

bers have equal responsibility for the

management of the company’s activity.

Non-Executive Directors have a particular

responsibility for ensuring that strategies

and activities proposed by management

are carefully discussed and considered.

In order for the Board to be able to carry

out its duties, it has full access to all rele-

vant information from the company. The

Board may also, as required, obtain exter-

nal expertise at the company’s expense.

Board meetings are held regularly, with

additional meetings when necessary. The

Board of Directors maintains continuous

contact with the company’s management

in order to follow up on the company’s

activities. 

Committees and boards

As part of its efforts to adapt to inter-

national and national corporate governance

requirements, DNO has established a 

separate remuneration committee and an

advisory board, while the company is in

the process of deciding on other similar

initiatives. All committees and boards will

consist of individual directors of DNO ASA

as well as non-executive directors. 

Remuneration Board

To determine and control the remunera-

tion of members of the board and senior

management. The committee is lead by

Non-executive director Trygve Bruvik.

Advisory Board

To be of assistance in connection with the

company’s strategy and business develop-

ment. The advisory board is lead by former

member of DNO’s board of directors,

Farouk Al-Kasim.

Due to the refinancing of the company,

sale of assets, and organizational restruc-

turing, the process aiming at establishing

an Audit committee and a Risk committee

has been postponed. DNO will closely

consider establishing such committees,

but this will be evaluated against report-

ing standards (IFRS), as well as the need

for further development of a new busi-

Corporate Governance

Corporate Governance

DNO has a history of strong and rapid growth. During this period the Board has developed 

corporate governance practices to help it fulfill its responsibilities to shareholders to oversee

the work of management and the Company’s business results. DNO’s Board will continuously

seek to further refine or change the practice in order to achieve the objectives of the corpo-

rate governance guidelines.
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ness structure and the complexity of

DNO’s business.

Business management system 

The Board of Directors is responsible for

the proper organisation and management

of the company. The Board of Directors

determines the company’s overall plans

and budgets and is responsible for staying

continually informed about the attainment

of defined goals and for effecting any cor-

rectional measures it finds necessary.

Apart from this, the Board is responsible

for ensuring that the company is subject to

satisfactory control measures.

During the past three years, the Board of

Directors has invested considerable time

and resources on the development and

implementation of systems and routines

for those processes assessed to be most

vital for the company. All processes have

been described, documented and sys-

temised through a common business 

management system.

The main purposes of DNO’s business

management system are:

• To document and communicate within

the company how the company should

be governed and managed

• To establish a structure for the group

and for each business segment that

contributes to ensuring a common

understanding of the company’s major

goals, critical processes and individual

responsibilities for attaining goals

Investor relations

Investor relations are given high priority.

DNO holds quarterly presentations

regarding the company’s operations and

results. Reports on the company’s oil pro-

duction are published monthly. The com-

pany is also in dialogue with the market on

a regular basis through stock exchange

releases, various company presentations

and participation at relevant professional

conferences. DNO’s website also contains

information about the company.

The company is continually developing its

internal reporting to the management

and the Board of Directors. The group’s

internal reporting is built on the concept

of Value Based Management and

Balanced Scorecard Principles. Further,

the company’s ambition is to combine

financial and non-financial information in

its market reporting to be able to provide

optimal information about the underlying

value creation, and thus be able to con-

tribute positively to accurate analysis and

evaluation of the company.
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Over the past few years the Company

has significantly increased value and a

dividend of NOK 1.00 per share was paid

in 2003. Disbursement of dividend in the

future will depend upon the level of

investments and future oil prices. The

table below shows dividend and earnings

per share since 1997.

Earnings per Dividend per
Year share (NOK) share (NOK)
1998 0.84 0
1999 -0.82 0
2000 1.15 0
2001 2.64 0
2002 -1.50 0
2003 1.96 1.00

Investor Relations

DNO aims to have a profile that ensures

confidence and transparency through the

distribution of relevant and detailed infor-

mation to the stock market. DNO aims to

increase interest in DNO’s shares among

both Norwegian and international

investors.

The company realises the importance of

an open dialogue with the stock market,

and informs its shareholders and the 

market about conditions influencing the

share price.

DNO holds quarterly presentations on the

company’s operations and financial

results. In addition the company discloses

monthly updates on its oil production, and

has an open dialogue with the financial

markets through notification to the stock

exchange, press releases, presentations

to the investor market as well as partici-

pation at relevant conferences.

The company’s website includes a sepa-

rate investor relations pages with annual

reports, interim reports and presentations.

The company’s accounting year is identical

to the calendar year. Interim reports are

provided on a quarterly basis. Accounting

figures are presented in Norwegian 

kroner (NOK).

Market capitalisation, share price

development and turnover

The graph to the left compares the

development in the company’s share

price in 2003 with the Oslo Stock

Exchange’s energy index.

Close to 107.5 million DNO shares were

traded during the year, corresponding to 

a turnover rate of 1.92.

Shareholder relations

Shareholder relations

DNO’s overall objective is to create long-term value for its shareholders through profitable

investment in petroleum activities, by increasing the value of the company’s shares and

making dividend payments. 
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Number of shares and nominal value

The total number of shares outstanding

at the end of 2003 was 55 740 057. The

nominal value of the share was NOK 4. 

Treasury shares

At DNO’s extraordinary general meeting

on 30 September 2003, the Board of

Directors was authorised to buy up to 

5 million DNO shares. This authorisation

is valid for 18 months.

On 31 December 2003 the company held

442 140 treasury shares, each with a

nominal value of NOK 4. The shares were

purchased in 2003 through brokers at

market price.

Shareholders

On 31 December 2003, DNO ASA had

10 142 shareholders, of whom 166 were

foreign. The foreign shareholders owned

a total of 7 892 755 shares, correspon-

ding to an ownership interest of 14.05 

per cent. The table to the right shows 

the company’s major shareholders on 

29 March 2004, according to the

Norwegian Registry of Securities.

DNO makes use of options programmes to

attract and motivate key personnel and

management. (See table to the right.)

DNO ASA’s major shareholders 29 March 2004

Shareholder Number of shares Percent 
Increased Oil Recovery AS * 5 563 1 4 2 9.98
EGD Holding AS 2 900 000 5.20
Larsen Oil & Gas AS * 1 802 1 4 8 3.23
Skagen Vekst 1 620 000 2.91
Unistar Holdings Inc 1 555 500 2.79
Det Stavangerske Dampskipsselskap 1 500 000 2.69
Livius AS * 1 004 500 1.80
Net AS Nil 876 500 1.57
Sletthei AS Leif Inge 800 000 1.43
Nordea Liv ASA Strategisk 777 400 1.39
Goldman Sachs Intern Equity 720 500 1.29
Firstnordic Norge v/Firstnordic Fonden 600 000 1.08
Neumann Holding AS 600 000 1.08
Mykjåland Bernt 568 250 1.02
MP Pensjon 540 500 0.97
Bank of New York 525 364 0.94
Ivar S. Løge A/S 500 000 0.90
Other shareholders 33 299 753 59.70
Total 1) 55 753 557 100.00

* Companies controlled by Berge Gerdt Larsen
1)  Total numbers of shares in the table above excludes 800 000 treasury shares.

Number of shares and share options directly and indirectly held and controlled by

the Board of Directors and management of DNO at 31 December 2003

Name Shares Options
Companies controlled by Berge G. Larsen, Executive Chairman 8 369 790 - 
Anders Farestveit, Vice-Chairman -  1 12 500 
Helge Eide, Managing Director and Director 100 000 225 000 
Farouk Al-Kasim, Director (stepped down with effect 12 nov 2003) -  1 1 2 500 
Trygve Buvik, Director -  1 1 2 500
Haakon Sandborg, Chief Financial Officer - 100 000
Torstein Sannes, Executive Vice President, Det Norske Oljeselskap AS 166 225 000 
Magne Norman, Executive Vice President, DNO International 75 000 -
Stewart Watson, Executive Vice President, DNO Britain Ltd. 25 000 -
Harald Smedsvik, Executive Vice President, IOT AS 81 818 -
Other executives -  705 000 
Total number of shares/options 9 544 956 1 480 000
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DNO is pleased to note that the operational and financial results of its oil and gas

activity for 2003 exceeded expectations. These achievements reflect record-high

oil production, positive drilling results and successful acquisition of licence inter-

ests, resulting in an upgrade of the company’s petroleum reserves. 
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Towards the end of the year DNO signed

an agreement for sale of the company’s

assets in the UK and Ireland, and part of

its assets in Norway. After this transac-

tion with Lundin Petroleum, DNO stands

as a petroleum company with strong cash

flow from retained production, as well as

solid experience and expertise from 

operatorships in all upstream phases,

both onshore and offshore. In addition,

the company’s balance sheet is sound,

ensuring financial flexibility. As such, 

DNO is well positioned to continue adding

and extracting long-term value in the

years ahead.

Increased production – increased

reserves

The positive development in DNO’s overall

oil production is mainly due to the com-

pany’s activities in Yemen.  Two new 

wells were drilled in the Tasour field during

the year. Drilling results significantly

increased production from the field, and

provided a basis for further upgrading of

field reserves by about 10 million barrels

(100 per cent). Production also increased

at the Sharyoof field towards the end of

the year, following drilling of four new

wells. DNO’s oil production in Yemen in

2003 averaged 12 458 barrels per day,

which is a production record from this

area. Compared with a production of 

10 775 barrels per day in 2002, this repre-

sents an increase of 16 per cent.

After the Glitne field went off plateau, a

new production well was put onstream in

2003, contributing to increased produc-

tion from the field and a significant

reserve upgrade. Glitne production is now

expected to continue until 2007, which is

three years longer than originally antici-

pated. During the year the resource basis

for the PL 203 area was significantly

strengthened as a result both of successful

drilling results and of DNO’s acquisition of

interests in adjacent licences. Average oil

production from the Norwegian shelf in

2003 was 5 616 barrels per day, com-

pared with 6 843 barrels per day 

in 2002.

On the UK shelf, focus was primarily on

development of the Broom field, and the

field’s development plan was approved in

September. Production from the Heather

and Thistle fields was somewhat lower than

planned, and total production from the

UK shelf in 2003 averaged 8 687 barrels

per day. In comparison, the figure for the

UK shelf for 2002 was 4 780 barrels per

day. The increase in 2003 is due to DNO

taking over the operatorship of and a 

99 per cent interest in the Thistle field

with effect from 1 January 2003.
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The company’s total oil production in

2003 was 26 761 barrels per day, an

increase of about 20 per cent from the

preceding year. At the end of the year, the

company’s estimated proved and probable

petroleum reserves were approximately

144 million barrels of oil equivalent.

Realisation of value and strategy

In 1996,  DNO was revitalised by a new

principal shareholder. The strategy of the

principal shareholder was transferred to

DNO and a new board and management

was recruited. The new strategy was

designed based on creation of long-term

values, through focus on mature assets

and small oil and gas fields, as its overall

objective. After pursuing this strategy for

seven years, DNO has increased its oil

production from 800 bbls/day to 26 761

bbls/day. At the beginning of 2003, a con-

siderable share of the company’s reserves

had reached the development phase,

which, in addition to significant project

risk also would require substantial invest-

ments in the years ahead. This invest-

ment requirement implied a need for the

company to establish extensive long-term

financing in order to develop these

reserves, demanding extensive effort 

during much of the year. 

In parallel with these efforts, DNO early 

in the year hired a financial advisor to

conduct a strategic review of the company’s

licence portfolio. As a result of these

processes, DNO entered into an agree-

ment with Lundin Petroleum AB in

November for the sale of DNO’s assets in

Ireland and the UK and part of its assets

on the Norwegian shelf. The transaction,

of which the first part was completed in

February 2004 and the second part is

scheduled for completion in the second

quarter of 2004, will provide DNO USD

240 million in cash proceeds. 
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Through the Lundin transaction DNO

realised a substantial part of the value

created since the company launched its

new strategy in 1996, thereby achieving

its overall objective of creating long-term

shareholder values.

At the end of the year, DNO held interests

in 23 petroleum licences, of which 10 will

remain the company’s property after the

sale of assets to Lundin Petroleum.

Profit and loss statement, balance

sheet and cash 

DNO’s operations improved significantly

in 2003.  Earnings before interest, tax

and depreciation (EBITDA) increased by

15 per cent to NOK 1 120 million. The

operating profit rose by 41 per cent to

NOK 741 million. The group’s pre-tax profit

was NOK 675 million, NOK 388 million

higher than in 2002. Basic earnings per

share were NOK 1.96. Net cash flow from

operations was NOK 501 million and cash

flow per share (EBITDA) was NOK 20.10. 

Oil prices and foreign exchange rates are

the external factors that most strongly

affect the results of DNO’s core activities.

In 2003, revenues from Oil & Gas were

NOK 1 938 million, compared with NOK 

1 590 million in the preceding year. The

segment’s operating profit was NOK 790

million, compared with NOK 525 million 

in 2002.

Offshore & Services’ operating revenues

were NOK 70 million, compared with 

NOK 101 million in 2002, and its operating

profit was NOK -50 million, down NOK 

48 million from the preceding year.

Consolidated earnings for 2003 were 

negatively impacted by NOK 63.6 million

relating to investment in the associated

company Petrolia Drilling ASA, and 

NOK 44.6 million relating to the financing

process that continued throughout 2003.

In 2003, DNO had a positive cash flow

from operations of NOK 501 million, com-

pared with NOK 424 million in the preceding

year. This strong cash flow enabled the

company to finance a large part of the

investments made.

Net interest-bearing debt amounted to

NOK 690 million at the end of 2003, com-

pared with NOK 477 million one year earlier.

The change mainly relates to drawdowns

under the USD 100 million credit facility

established in August 2003.

In accordance with the authorisation

granted by the company’s Annual General

Meeting in May 2002, DNO’s Board of

Directors in June decided to increase the

company’s share capital through a private

placement towards an investor syndicate

consisting of new and existing shareholders.

In this connection , 2 000 000 new shares

were issued at a price of NOK 17.60 each.

The issue proceeds were largely used to

strengthen the company’s liquidity, and to

secure development of the company's

projects pending long-term financing.

Total shareholders’ equity and liabilities

at the end of December 2003 were NOK 

2 556 million, compared with NOK 2 041

million at the end of 2002. The equity

ratio was 38.3 per cent, compared with

44 per cent one year earlier.

The Board of Directors confirms that the

annual financial statements have been

prepared based on the going concern

assumption, cf. Section 3-3 and 4-5 of 

the Norwegian Accounting Act.

Health, safety and the environment

DNO has been operating in UK since 1997

without major accidents. DNO did not

implement any major organisational

restructuring in 2003, but maintained

focus on the organisation's organic develop-

ment. DNO's staff carried out 173 work

years in 2003. Employee absence in 2003

was 1 362 days, or 3.5 per cent.
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DNO aims to ensure equal treatment of

employees and applicants for vacant 

positions on all levels of the company,

regardless of gender, ethnic background

or other factors. In the same way, remu-

neration should reflect job content and

qualifications, regardless of gender or

other factors. Currently, a majority of

DNO's employees are men (81 per cent).

In order to achieve a better balance

between the genders in the long term,

DNO seeks to prioritise women in its

recruitment and internal career develop-

ment under otherwise equal conditions

and qualifications among applicants. DNO

also endeavours to take account of the

different life situations and individual

needs of its employees.

In 2003, the company’s activity in Yemen

experienced one incident resulting in

injury to personnel and loss of life. This

incident was due to a tornado. The Board

of Directors deeply regret the conse-

quences of this incident, and the company

has initiated measures to limit risk related

to a similar situation in the future. DNO

has intensified its focus on health, safety

and environmental matters during recent

years. The company aims to carry out its

activities without injury to people, damage

to the environment or loss of property. 

The Board of Directors is otherwise

pleased to state that 2003 was another

year without significant environmental

damage or damage to property. The com-

pany’s activities satisfied all statutory

environmental requirements. DNO will

maintain its focus on health, safety and the

environment and strive to further develop

a good and safe working environment. 

The Board of Directors wishes to thank DNO’s

employees for their contribution in 2003.

Information to shareholders

On 31 December 2003, the share capital

amounted to NOK 224.8 million, consist-

ing of 56.2 million shares at a nominal

value of NOK 4 each. All shares carry the

same rights. 

The DNO share is listed on the Oslo Stock

Exchange. The share price on 2 January

2003 was NOK 14.9. On 2 January 2004 it

was NOK 26.8.

At the end of 2003, DNO ASA had a total

of 10 142 shareholders, compared with

10 384 shareholders one year earlier.

Strategy and outlook

Acquisition of mature fields with a view to

extending the field life by combining more

cost-effective operations with measures

EBITDA 
per business segment

Operating revenues
per business segment

� DNO AS
� DNO UK Ltd
� DNO International Ltd
� Offshore & Services
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to increase recovery and production have

been key components in the strategy

adopted by the company in 1996. DNO's

involvement in the UK sector, and espe-

cially its operatorships for the Heather

and Broom fields, shows that the compa-

ny has both the resolve and ability to

implement projects of this kind.

After the transaction with Lundin

Petroleum, DNO stands as an international

E & P company with a significant cash

flow from its remaining asset portfolio

and with a sound financial position.

The North Sea will remain an important

focus area for DNO in the future, and

already shortly after the Lundin transaction

we acquired several new interests on the

Norwegian shelf.

Going forward, the company will also con-

sider projects not necessarily classified as

small or mature fields, with the aim of

expanding its area of investment. Our

entry in the Barents Sea through acquisi-

tion of an interest in the Goliat licence is

one example of this.

Based on the positive results achieved in

Yemen, the company will further develop

its position in the Middle East, but will

also continue its strategy of evaluating

projects in other areas, one example

being the company's investment in Africa.

One of the most important reasons for

DNO’s success is the company’s strong

decision making skills, and its ablility

to act fast when new investment

opportunities arise. Licence portfolio

optimisation will remain a continual

process in the company, with realisation

of value being relevant in all

project phases.

The Lundin agreement will give DNO

strengthened financial position and

improved operational flexibility. Together

with a good cash flow from its remaining

operations, this will make the company

well positioned for new investments.

The company has achieved extensive

experience as operator of both onshore

and offshore projects. We have main-

tained our core expertise in preparation

for future operatorships in all phases of

upstream activities.

Alltogether this puts DNO in a strong

position to continue creating, realising

and returning shareholder value in the

years to come.

Allocations

The parent company's net profit for 2003

was NOK 137.2 million. The Board of

Directors proposes that the entire net

profit be transferred to retained earnings.

Distributable reserves as at 31. December

2003 amounted to NOK 585 million.

Board of Directors’ report

Oslo, 30 March 2004

Berge G. Larsen
Executive Chairman

Anders Farestveit
Vice-Chairman

Bjørge Gretland
Board Member

Helge Eide
Managing Director

Board Member

Trygve Bruvik
Board Member
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Profit and loss statements

Parent Company Group 

2002 2003 NOK 1000 Note 2003 2002 2001

Operating revenues
793 920 883 375 Operating revenues 2 007 527 1 685 064 1 157 647 

110 - Other operating revenues 4 1 054 5 950 41 366 
794 030 883 375 Total operating revenues 3 2 008 581 1 691 014 1 199 013 

Operating expenses
19 197 32 134 Exploration expenses 5 88 077 114 153 9 718 

93 474 94 452 Production and transportation expenses 6 707 606 489 576 476 190 
104 590 134 844 Ordinary depreciation 12 323 192 351 578 228 695 

- 4 528 Abandonment and decommissioning costs 17 18 018 15 515 18 393
63 500 - Impairment, amortisation and losses 7 12 760  63 500 21 500 

8 978 12 791 Payroll and payroll-related expenses 8 41 617 35 523 27 140 
65 608 51 104 General and administrative expenses 50 869 85 073 49 546 

674 - Bad debt provisions 25 273 12 993 1 004
356 021 329 853 Total operating expenses 3 1 267 412 1 167 913 832 186 

438 009 553 522 OPERATING PROFIT (LOSS) 3 741 169 523 101 366 827 

-181 714 - Write-down of shares in associated companies 13 -   -   -   
-   -   Interests in associated companies 13 -25 638 -191 714 -33 397 

9 016 20 576 Net other financial items 10 -39 865 -43 917 -25 635 

265 311 574 098 PROFIT (LOSS) BEFORE TAXES 675 666 287 470 307 795 

-322 475 -436 852 Income taxes 11 -568 449 -364 101 -173 613 

-57 164 137 246 ANNUAL PROFIT (LOSS) 3 107 217 -76 631 134 182 

Basic earnings per share 9 1.96 -1.50 2.64
Diluted earnings per share 9 1.96 -1.50 2.64
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Balance sheets

Parent company Group

31.12.02 31.12.03 NOK 1000 Note 31.12.03 31.12.02

Assets
FIXED ASSETS
Intangible assets

-   -   Goodwill 12 47 941 55 932 
79 960 109 960 Deferred tax assets 11 116 141 86 141 

79 960 109 960 Total intangible assets 164 082 142 073 

Tangible assets
263 411 216 059 Oil and gas fields 1 700 819 1 267 712 
13 548 2 531 Other tangible assets 58 197 111 739 

276 959 218 590 Total tangible assets 12 1 759 016 1 379 451 

Financial assets
268 768 277 833 Shares in subsidiaries 13 -   -   
568 283  738 693  Intercompany receivables -   -   

-   -   Investments in associated companies 13 -   -   
10 537 24 808 Other investments and receivables 26 448 11 898 

244 020 233 625 Restricted bank deposits 15 233 625 244 020 
1 091 608  1 274 959  Total financial assets 260 073 255 918 

1 448 527  1 603 509  Total fixed assets 2 183 171 1 777 442 

CURRENT ASSETS
75 562 51 140 Inventories, other receivables 14 235 521 180 134 

2 547  199 777  Intercompany balance -   -   
29 577 68 519 Cash and cash equivalents 15 137 742 83 768 

107 686  319 436  Total current assets 373 263 263 902 

1 556 213 1 922 945 TOTAL ASSETS 2 556 434 2 041 344 
-   -   
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Balance sheets

Parent company Group

31.12.02 31.12.03 NOK 1000 Note 31.12.03 31.12.02

Shareholders' equity and liabilities
SHAREHOLDERS' EQUITY
Paid-in capital

216 729 224 729 Share capital 224 729 216 729 
-4 726 -1 769 Treasury shares -1 769 -4 726 

431 533 26 347 Share premium account 26 347 431 532 
10 574 433 596 Other paid-in capital 433 596 10 574 

654 110 682 903 Total paid-in capital 682 903 654 109 

Retained earnings
179 032 263 178 Retained earnings 297 076 244 488 

179 032 263 178 Total retained capital 297 076 244 488 

-   -   Minority interests - 3 320 

833 142 946 081 Total shareholders' equity 16 979 979 901 917 

LIABILITIES
Provisions for liabilities and charges

106 916 106 999 Abandonment liabilities 17 297 066 275 708 
-   -   Other liabilities and charges 18 868   -   
-   -   Deferred tax liabilities 11 84 615 70 126 

106 916 106 999 Total provisions for liabilities and charges 400 549 345 834 

Other long-term liabilities
33 591 17 016 Long-term inter-company liabilities -   -   

420 330 335 830 Bond loan 18 335 830 420 330 
93 874 415 389 Amounts owed to financial institutions 18 445 965 140 780 

547 795 768 235 Total other long-term liabilities 781 795 561 110 

Current liabilities 
45 000 Interest-bearing short-term debt 45 000

68 360 56 630 Non-interest bearing short-term debt 19 349 111 232 483 
68 360 101 630  Total current liabilities 394 111 232 483 

723 071 976 864 Total liabilities 1 576 455 1 139 427 

1 556 213 1 922 945 TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 2 556 434 2 041 344 

Collateral 18
Guarantees 17
Financial instruments 20

Oslo, 30 March 2004

Berge G. Larsen
Executive Chairman

Anders Farestveit
Vice-Chairman

Bjørge Gretland
Board Member

Helge Eide
Managing Director

Board Member

Trygve Bruvik
Board Member
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Cash flow statements

Parent Company Group 

2002 2003 NOK 1000 Note 2003 2002 2001

Operating activities
265 311 574 098 Profit before tax 675 666 287 470 307 795 

-317 435 -466 852 Taxes paid 11 -611 250 -415 312 -105 829 
Depreciation and write-down of tangible 

168 090 134 844 and intangible assets 7, 12 335 952 415 078 268 588 
198 549 - Write-down of financial assets - 17 637 -   
- 2 477 - (Gain)/loss on sale of operating assets and securities - -1 788 -40 564 

- - Share of (profit)/loss in associated companies 13 25 639 191 714 33 397 
-99 840 -26 530 Changes in net current assets and other accruals 75 654 -70 755 170 864 
212 198 215 560 Net cash flow from operating activities 501 661 424 044 634 251 

Investing activities 
-1 038 -416 Acquisition of subsidiaries 2 -416 -163 -   

-153 138 -86 933 Investment in and development of oil and gas fields 12 -701 354 -465 827 -894 999 
- 10 458 Sale of tangible assets 98 1 859 40 418 

-5 167 -10 000 Acquisition of bonds, securities and interests -10 000 -5 167 -14 375 
10 898 -  Sale of bonds, securities and interests -  10 898 -   

-98 204 -370 735 Net cash flow from other investments and sales 2) -4 768 -2 412 -14 657 
-246 649 -457 626 Net cash flow from investing activities -716 440 -460 812 -883 613 

Financing activities
107 850 597 926 New interest-bearing debt 18 597 926 107 850 563 934 
-125 151 -288 120 Repayment of interest-bearing debt 18 -300 378 -156 840 -249 826 
33 946 34 347 Paid in share capital and share premium 16 34 347  33 946 23 765 
-42 279 -328 037 Purchase of treasury shares and options 16 -328 037 -42 279 -12 850 

14 172 320 418 Sale of treasury shares and options 320 418 14 172 -
- -55 524 Dividend paid in cash -55 524 - -

-11 463 281 009 Net cash flow from financing activities 268 751 -43 152 325 023 

75 490 29 576 Cash and cash equivalents at 1 January  1) 83 768 163 687 88 026 
-45 914 38 943 Net change in cash and cash equivalents 53 972 -79 919 75 661
29 576 68 519 Cash and cash equivalents at 31 December 137 740 83 768 163 687 

1) Restricted bank deposits relating to abandonment (Heather field) are not classified as cash and cash equivalents (see note 15).
2) Includes increase in net funding from DNO ASA parent company to operating units 
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Accounting principles

Note 1  Accounting Principles

Nature of Operations and Accounting
Principles
DNO ASA and subsidiaries (the Company) is
primarily an upstream oil and gas company
focusing on the development of small and late-
stage oil and gas fields. The Company has
activities in the Norwegian and UK sector of
the North Sea, Yemen, the Irish Sea and
Africa. The Company also has an Offshore and
Services segment that primarily engages in
leasing drilling equipment to the offshore oil
and gas industry; this segment represents less
than 10% of the Company’s total revenues.

General
The financial statements are presented in
accordance with the Norwegian Accounting
Act and Norwegian generally accepted
accounting principles. The accompanying
notes are an integral part of the financial
statements for the parent company and of the
consolidated financial statements.

Use of Estimates 
The preparation of the Company’s Consolidated
Financial Statements requires management to
make estimates and assumptions that affect the
reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at
the balance sheet dates and the reported
amounts of revenue and expense during the
reported periods. Actual results could differ
from those estimates.

Principles of Consolidation 
The Consolidated Financial Statements include
the accounts of the parent company DNO ASA
and its subsidiaries. The minority interest of
third parties is disclosed separately in the
Consolidated Financial Statements. All inter-
company profits, transactions and balances
have been eliminated in consolidation.

The Company accounts for its undivided work-
ing interests in oil and gas licenses using the
pro-rata consolidation method. The Company
records in its financial statements its pro rata
share of the assets, liabilities, revenues and
expenses of the oil and gas licenses.

The company's activities in Yemen are included
in the financial statements of the parent com-
pany DNO ASA.

Shares in subsidiaries are accounted for in the
consolidated financial statements under the
purchase method of accounting. This means
that the cost of the shares is allocated to the
subsidiary’s assets and liabilities, which are
entered in the consolidated accounts at the
fair value at the time of purchase. Any acquisi-
tion cost that exceeds the fair value of identifi-
able assets and liabilities is recorded as good-
will in the balance sheet.

The balance sheets of foreign subsidiaries are
converted using exchange rates at 31 December,
with the exception of oil and gas fields and
decommissioning liabilities (the temporal
method). Oil and gas fields and decommission-
ing liabillities are converted using exchange
rates at the date of acquisition. The profit and
loss statements are converted using average
exchange rates for the year, with the exception
of depreciation and decommissioning costs.
Depreciation and decommissioning costs are
calculated based on historical values.
Translation differences are entered as a finan-
cial item in the profit and loss statements.

Investments in associated companies
Associated entities are defined as companies
in which the parent Company, or its sub-
sidiaries, has a significant influence (20-50 per
cent interest) over the investee’s operating
and financing decisions. Associated companies
are accounted for using the equity method of
accounting and DNO's share of the associated
company's net profit for the year after depre-
ciation appears on a separate line in the profit
and loss statement. 

In the parent company, investments in associ-
ated companies are recorded at historical cost.

If expected discounted future cash flow from
the investment is lower than the carrying
value of the investment, an impairment charge
is recorded and a new cost basis of the invest-
ment is established.

Valuation and classification of balance
sheet items
Assets and liabilities linked to the flow of goods
are classified as current assets and current
liabilities. Receivables and liabilities not relating
to the flow of goods are classified as current
assets or current liabilities if they are short-
term, that is normally due within one year.
Shares and investments not intended for perma-
nent ownership are classified as current assets. 

Other assets are classified as fixed assets and
other liabilities as long-term liabilities.

Inventories 
The Company uses the First-In-First-Out
principle to account for inventory. Inventories
of equipment and spare parts are valued at
the lower of cost or market. Inventories are
reviewed periodically for obsolescence. 

Shares, bonds, certificates, etc.
Shares, bonds, certificates, etc. classified as
current assets are valued at the lower of their
historical cost and market value. Other shares
classified as fixed assets are valued at their
cost price and written down in the case of per-
manent and significant decline in value. 

Cash and Cash Equivalents 
Cash and cash equivalents include cash and
highly liquid investments with insignificant
interest rate risk and with original maturities
of three months or less.

Goodwill
Goodwill is depreciated on a straight-line basis
over its useful economic life. Impairment tests
are carried out at least annually.

Property, plant & equipment
Property, plant and equipment are carried at
cost, less accumulated depreciation and impair-
ment charges. Capital lease assets are recorded
at the present value of future lease obligations
or fair value if lower. 

Capitalized costs for oil & gas properties are
depreciated using the unit-of-production
method. The rate of depreciation is equal to the
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Notes

ratio of oil and gas production for the period to
proved and probable developed reserves. For
capitalized acquisition costs the rate is equal
to the ratio of oil and gas production for the
period to proved and probable reserves.

The company records impairment provisions
when the book value of oil and gas fields or
other assets, where separate cash flows can
be identified, exceeds discounted future
expected cash flows. The impairment amount
is the difference between the book value and
the fair value of the asset. Capitalised costs
relating to production are depreciated under
the unit-of-production method. 

Liabilities relating to the acquisition of licence
interests for which the company has entered
into long-term bank financing agreements, are
classified as long-term liabilities.

Amortization of capital lease assets is included
in “Depreciation, depletion and amortization”.

Machinery and equipment is depreciated using
straight-line method based on estimated use-
ful life. Estimated useful life varies between 3-
5 years for these assets. 

Interest expenses and own expenses
relating to development projects
Interest expenses and own expenses relating to
development projects are capitalised and
depreciated under the unit-of-production
method. Expenses related to financing are capi-
talised and amortised over the loan period.

Leases
Significant leases regarded as financial leases
are capitalised and depreciated over their
assumed life. Leased assets are classified as
fixed assets and the instalment part of the
lease obligation is classified as interest-
bearing debt in the balance sheet. The obliga-
tion is reduced by paid rent after deduction of
estimated interest expense. The interest
expense is recorded as a financial expense.
Operational leases are expensed as incurred. 

Deferred taxes
Deferred taxes are computed according to the
liability method. Based on the tax rates and tax
provisions applicable on the balance sheet date,
deferred taxes are computed on temporary

differences between the carrying amount of the
company's assets and liabilities in the financial
statements and the carrying amount of the
company's assets and liabilities for tax
purposes. The effect of uplift is recognised as
earned at the time when investments are made
in qualifying assets. Deferred tax benefits and
deferred tax liabilities in the same tax regime
are netted in the balance sheet. Capitalisation
of deferred tax benefit presupposes that future
application can be rendered possible. 

Pension obligations
The company records pension schemes
according to Norwegian accounting standards
for pension costs. For benefit plans the annual
pension cost consists of the period's earned
pensions (including future salary increases)
and interest expense on the pension obligation
less estimated return on pension funds. For
contribution plans, only the contributions paid
during the period are expensed. 

Revenue Recognition 
Revenues from the production of oil and gas
properties are recognized on the basis of the
Company’s net working interest in those prop-
erties, regardless of whether the production is
sold (the entitlement method). 

Overlift and underlift of oil and gas follows
from the entitlement method and is valued at
its net realizable value on the balance sheet
date. Overlift and underlift is calculated as the
difference between the Company’s share of
production and its actual sales. Overlift and
underlift is classified as other current liabili-
ties/assets.

Under the terms of the Yemen Production
Sharing Agreements, production is divided into
cost recovery oil and profit oil. Cost recovery
oil provides for the recovery of costs incurred.
Remaining production is split between the
partners and the Government of Yemen based
on production rates. The Government’s share
of profit oil represents their royalty interest
and an amount for income taxes payable in
Yemen. The Company’s gross revenues include
DNO’s share of cost recovery, profit oil and the
Government’s royalty interest. The taxes are
paid through oil allocation to the Government
and expensed as tax in the profit and loss
statements.

Revenues from lease arrangements are recog-
nized over the life of the agreement. Revenues
from other activities are recognized when the
title passes to the customer. 

Exploration and development costs for oil
and gas properties 
The Company employs 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 temporarily
capitalized pending the evaluation of potential
existence of oil and gas reserves. If reserves
are not found, or if discoveries are assessed to
not be technically and commercially recover-
able, the drilling costs of exploration wells are
expensed. Costs of acquiring licenses are capi-
talized, and periodically assessed for impair-
ment. All costs of developing commercial oil
and/or gas fields are capitalized. Pre-
production costs are expensed as incurred.

Maintenance and repairs 
Maintenance and repairs are expensed as
incurred. Significant costs considered to
increase the production capacity or to extend
the useful economic life of the facilities are
capitalized. 

Provision for future decommissioning obli-
gations (including cost of shutdown)
Costs relating to future removal of offshore
petroleum installations are accrued using an
assumed removal concept based on current
technology and the current cost level.
Abandonment provisions for the year are
determined on the unit-of-production basis for
field installations. Like changes in reserves
estimates, the effect of changes in foreign
exchange rates is distributed on the remaining
production, and thus provisions for abandon-
ment obligations in foreign currencies are not
converted using exchange rates on the bal-
ance sheet date. The provision for abandon-
ment obligations is included in the balance
sheet under provisions for obligations.

Financial instruments, etc.
The company uses various financial instruments
to manage its exposure to fluctuations in
exchange rates, interest rates and commodity
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price risks. Instruments meeting hedging crite-
ria are valued together with the hedged item
(unrealised gains/losses are not recognized).
Instruments not meeting hedging criteria, are
valued in separate portfolios at the lower of
their historical cost and market value (unre-
alised losses are expensed). Unrealised gains
are not taken to income.

Foreign currency transactions
Cash items denominated in foreign currencies
are converted using exchange rates on the
balance sheet date. Realised and unrealised
currency gains and losses are included in the
annual profit (loss). Foreign currency trans-
actions are recorded using exchange rates
on the date of transaction.

Options to the directors of the board and
management
Options granted below market value are
expensed when awarded and offset against
other paid-in equity. Provisions are made for
employer's payroll tax. 

Allowance for doubtful accounts
The Company sells its produced oil and gas to
a few major customers. The Company has not
incurred credit losses on its oil and gas sales.
For the Company’s leasing of drilling equip-

ment to the oil and gas industry, allowances
for doubtful accounts are provided on the
basis of an evaluation of specific customers.

Contingent gains/losses
According to Norwegian accounting standards
relating to contingent items, provisions are
made for contingent losses that are probable
and quantifiable, while contingent gains are
not taken to income.

Cash flow statement
The cash flow statement is based on the indi-
rect method. Cash equivalents include bank
deposits and liquid funds maturing in less than
three months. 

Comparable figures
Comparable figures for previous years have
been prepared to reflect changes in account-
ing principles and presentation (classification).

Implementation of International Financial
Reporting Standards 
In 2001 the EU Commission resolved that all
listed companies within the European Union
must apply International Financial Reporting
Standards (IFRS) in their consolidated
accounts by 1 January 2005. Under the
European Economic Area (EEA) agreement,

this change will also apply to Norwegian com-
panies listed at Oslo Stock Exchange.

The balance sheet reported as of 31 December
2003 will be restated according with IFRS and
will be the IFRS opening balance sheet. This
opening balance sheet will form the basis for
all valuations and calculations under IFRS.

DNO will present its first consolidated financial
accounts prepared according to IFRS for the
first quarter of 2005. These accounts will
include comparable figures for 2004 restated
in accordance with IFRS and reconciliations for
net profit and equity between N Gaap and IFRS.

DNO has carried out a preliminary assessment
of potential differences between N Gaap and
IFRS. For more details on expected effects in the
consolidated financial accounts, see note 26. 

Given that some of the transition rules could be
changed during 2004, other significant changes
than those listed in note 26 could arise.

Significant events 2003

Lundin transaction – sale of assets.
DNO ASA decided following the strategic
review conducted in cooperation with Lehman
Brothers, to enter into a Sale and Purchase
Agreement with Lundin Petroleum AB of
Sweden. The sale includes all issued share cap-
ital of DNO Britain Limited, IPD Limited, and
certain assets of Det Norske Oljeselskap AS.
The transation will be completed in 2004. See
note 25.

Long-term debt financing
DNO ASA signed a USD 100 million revolving
credit facility with ANZ Investment Bank which
secured the financing of the Broom and Seven

Heads Fields, as well as re-financing of existing
bank loans. 

Seven Heads - Ireland
The Seven Heads gas field development was
completed in 2003 and production started in
December.

Broom
In 2003, the Broom Field Development Plan
was approved by UK Government and Co-ven-
tureres. The development of the Broom Field
commenced according to plan.

New licence in North Sea
In December 2003, DNO was offered a 60%
interest and operatorship in Block PL 305 in

“Awards in Predefined Areas 2003” by the
Norwegian Ministry of Petroleum and Energy.
DNO accepted the offered licence and signed
the agreement with the Ministry in January
2004. 

Farm-out arrangement in Block 43, Yemen
A farm-out arrangement was concluded with
an Australian based oil company, Oil Search
Limited. Oil Search Limited participates with a
25% working interest effective from 1st
September 2003. DNO’s new interest after the
farm-out is 50%.

DNO expanding in Africa
DNO has acquired a 80% interest and opera-
torship in an exploration licence, the

Note 2  Significant events 1 January 2001 to 31 December 2003
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Inhaminga Block, onshore Mozambique close
to the city of Beira. DNO also acquired a small-
er interest in Block P offshore Rio Muni in
Equatorial Guinea. DNO’s interest is 5% with
paying interest (exploration) of 6,25%.

Aquisitions in the North Sea
DNO aquired 35% in PL150, 15% of PL088,
and 15% of PL036C. 

Significant events 2002

Reserves upgrades in all geographical areas.
As a result of acquisitions and the company's
successful exploration and development activi-
ties in 2002, its total proved and probable
reserves were increased by 48 million barrels
of oil equivalent.

Operator of a new field on the UK shelf
Acquisition of a 99 per cent interest in and the
operatorship of the Thistle field from British
Petroleum. The agreement was approved by
UK authorities in 2002. 

Acquisition of a gas licence in Ireland
Acquisition of an 85.5 per cent interest in the
company Island Petroleum Development
Limited, including a 12.5 per cent interest in
the Seven Heads gas field in Ireland. 

Farm-out of Broom (previously West
Heather and North Terrace)
During 2002, DNO signed an agreement for
farm-out of 45 per cent of Broom to Challenger
Minerals Inc., a company owned by Global Santa
Fe Inc. and Palace Exploration Company.

Tyr prospect
The Tyr prospect well in PL 006 C was com-
pleted in the first quarter of 2002. The well
did not encounter commercial hydrocarbons,
and NOK 82 million in capitalised exploration
and licence costs were expensed according to
the Successful Efforts method of accounting
for oil and gas activities.

Finalising acquisition of licence on the
Norwegian shelf
DNO's acquisition of Conoco's 3.75 per cent
interest in Jotun (37.5 per cent interest in PL
103B) including the operatorship of PL 103B,
was approved by the Norwegian Ministry of
Petroleum and Energy on 5 July 2002.

Financial investment in PDR ASA
The development in contractual and financial
conditions relating to the company's invest-
ment in PDR ASA negatively affected the prof-
it and loss statement for 2002. The company's
financial investment in PDR ASA was written
down in its entirety at the end of 2002.

Timan Pechora
The company's investment in Russia was written
down entirely in the last quarter of the year.

Demerger process
DNO's plan to spin off its Offshore & Services
segment into a separate, listed company in the
spring of 2002 as part of its strategy to focus
on the company's oil and gas activity, was
postponed. The company is continously evalu-
ating measures to develop its core business.

Significant events 2001

Acquisition of interest on the Norwegian shelf
In November 2001 DNO signed an agreement
with Conoco for transfer of Conoco's 3.7 per
cent interest in Jotun (PL 103B), including the
operatorship of the licence, effective from 1
January 2002. The acquisition was approved
by the Norwegian Ministry of Petroleum and
Energy in 2002.

Sale of interest on the UK shelf
In September, DNO signed an agreement for
sale of a one per cent interest in the Claymore
field to Talisman Oil Trading Limited. Net
accounting gain was NOK 40.6 milion. 

Broom drilling programme
The company's drilling programme in Broom
increased the company's proved and probable
oil reserves by an estimated 10 million barrels. 

New licence in Yemen
In 2001, DNO signed a farm-in agreement for
block 43 in Yemen. The block is located in the
same geographical province as blocks 53 and
32. DNO is the operator of the block, with an
ownership interest of 75 per cent.

Increased ownership interest in block 32
in Yemen
In April 2001, DNO increased its ownership
interest in block 32, Yemen by 9 per cent.
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Note 3  Reporting by segment

2003 Oil&Gas Oil&Gas Oil&Gas Total Offshore& 
NOK 1000 UK Norway International Oil&Gas Services Group
Operating revenues 633 422 406 323 899 166 1 938 911 69 670 2 008 581
Operating expenses -542 918 -289 537 -315 708 -1 148 163 -119 249 -1 267 412
of this Exploration expenses -150 -55 018 -32 909 -88 077 - -88 077

Production and transportation expenses -479 638 -103 314 -107 993 -690 945 -16 661 -707 606
Depreciation, amortisation, write-downs etc -35 921 -116 290 -140 587 -292 798 -61 172 -353 970

Operating profit (loss) 90 504 116 786 583 458 790 748 -49 579 741 169
Profit (loss) associated companies - - - - -25 638 -25 638
Net profit (loss) 10 215 27 114 152 284 189 613 -82 396 107 217
EBITDA 1) 124 803 221 817 729 911 1 076 531 43 867 1 120 398
Total assets 1 214 892 435 037 745 690 2 395 619 160 813 2 556 432
Total liabilities 1 020 644 280 964 198 921 1 500 529 75 926 1 576 455
Non-interest-bearing liabilities 510 377 169 854 63 188 743 419 6 241 749 660
Investments 322 521 102 602 283 503 708 626 11 159 719 785

2002
Operating revenues 333 871 477 465 778 831 1 590 167 100 847 1 691 014
Operating expenses -337 881 -406 155 -320 634 -1 064 670 -103 243 -1 167 913
of this Exploration expenses -994 -93 962 -19 197 -114 153 - -114 153

Production and transportation expenses -257 780 -117 359 -93 474 -468 613 -20 963 -489 576
Depreciation, amortisation, write-downs etc -42 315 -171 861 -165 998 -380 174 -50 958 -431 132

Operating profit (loss) -4 010 71 310 458 197 525 497 -2 396 523 101
Profit (loss) associated companies - - - - -191 714 -191 714
Net profit (loss) -34 511 22 516 133 946 121 951 -198 582 -76 631
EBITDA 1) 36 417 240 472 630 314 907 203 59 861 967 064
Total assets 902 785 445 318 503 210 1 851 313 190 031 2 041 344
Total liabilities 716 677 231 210 73 337 1 021 224 118 203 1 139 427
Non-interest-bearing liabilities 329 483 181 981 60 661 572 125 6 192 578 317
Investments 66 807 191 589 204 702 463 098 18 320 481 418

2001
Operating revenues 483 211 352 773 246 357 1 082 341 116 672 1 199 013
Operating expenses -426 948 -179 707 -133 046 -739 701 -92 485 -832 186
of this Exploration expenses -935 -9 491 708 -9 718 - -9 718

Production and transportation expenses -344 256 -63 035 -34 949 -442 240 -33 950 -476 190
Depreciation, amortisation, write-downs etc -54 596 -92 563 -83 084 -230 243 -38 345 -268 588

Operating profit (loss) 56 263 173 066 113 311 342 640 24 187 366 827
Profit (loss) associated companies - - - - -33 397 -33 397
Net profit (loss) 67 321 37 340 49 159 153 820 -19 638 134 182
EBITDA 1) 110 590 265 432 196 861 572 883 62 832 635 715
Total assets 1 157 638 660 924 280 791 2 099 353 254 007 2 353 360
Total liabilities 804 948 401 525 42 850 1 249 323 162 351 1 411 674
Non-interest-bearing liabilities 411 082 319 613 13 632 744 327 16 213 760 540
Investments 324 941 433 994 109 178 868 113 121 328 989 441

1) Operating profit adjusted for depreciation/amortisation and provisions for abandonment

Traceable items have been attributed to the segment they relate. Non-traceable items have been allocated to the geographic areas in the Oil & Gas
segment according to turnover.
The International segment consists of the company's investments in Yemen, Ireland, Mozambique, Equatorial Guinea and Russia (Timan Pechora).
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Note 4  Other operating revenues
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
Other operating revenues 1 054 5 950 802 - 110
Gains from sale of licence interests 1) - - 40 564 - -
Total other operating revenues 1 054 5 950 41 366 - 110

1) The company's one per cent interest in the Claymore field on the UK shelf was sold to Talisman Oil Trading Ltd in 2001.

Note 5  Exploration expenses
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
G&G, seismic and field studies 55 619 21 115 9 705 25 043 8 092
Exploration expenses capitalised in previous years carried to expense - 13 201 - - -
Exploration expenses capitalised this year carried to expense 21 083 17 671 - - -
Write-down of capitalised exploration expenses - 51 061 - - -
Other exploration expenses including consulting services 
and costs in own organisation 11 375 11 105 13 7 091 11 105
Total exploration expenses 88 077 114 153 9 718 32 134 19 197

Exploration expenses for 2003 mainly relate to Yemen, PL 203 and dry well PL 167 on the Norwegian Continental Shelf.

Note 6  Production and transportation expenses
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
Production expenses (lifting costs) 627 770 432 037 435 332 51 525 60 705
Transportation expenses 63 175 36 576 6 908 41 509 32 769
Total production and transportation expenses, Oil & Gas 690 945 468 613 442 240 93 034 93 474
Operating expenses, Offshore & Services 16 661 20 963 33 950 1 418 -
Total production and transportation expenses 707 606 489 576 476 190 94 452 93 474

Production expenses (lifting costs) consist of expenses relating to the production of oil and gas, including operation and maintenance of installations,
well intervention and workover activities, insurances, CO2 taxes, royalties to the state and costs in own organisation.
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Note 7  Impairment, amortisation and losses
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
Amortisation and write-down 12 760 63 500 21 500 - 63 500 
Total impairment, amortisation and losses 12 760 63 500 21 500 - 63 500 

In 2003, NOK 12,8 million of fixed assets in IOT AS in relation to Petrolia Drilling ASA was written down. 

In 2002, the Russian project (Timan Pechora) was completely written off (NOK 63.5 million) due to uncertainty of future cash flows.  

Note 8  Remuneration, severance pay, salaries, options and pensions

Group Parent company

Payroll expenses 
NOK 1000 2003 2002 2001 2003 2002
Salaries, bonuses, etc. 112 921 82 055 80 509 8 489 6 670
Employer's payroll tax expense 16 499 9 800 9 803 2 837 1 736
Pensions 2 584 2 817 1 241 1067 -244
Other personnel costs 9 137 4 870 3 388 398 816
Reclassification of payroll and payroll-related expenses to Expl. and Prod. -99 524 -64 019 -67 801 - -
Payroll and payroll-related expenses 41 617 35 523 27 140 12 791 8 978
Average number of employees 173 127 121 8 6 

The increase in the number of employees in the DNO Group from 2002 to 2003 is mainly due to the acquisition of the Thistle field. 

After the completion of the sale of DNO Britain Ltd to Lundin in February 2004, the DNO group has 43 employees.

Payroll expenses relating to participation in non-operated licences are classified as exploration and production costs in the profit and loss statement. 

Pensions
In 2001, DNO introduced a defined contribution scheme for employees in the parent company and in Det Norske Oljeselskap AS. A total of NOK 1.53 million
was expensed under the scheme in 2003, compared with NOK 1.35 million in 2002. The company's obligations are limited to its annual contributions. 

IOT AS has a defined benefit plan covering its 18 employees and 3 retirees. Net pension funds of NOK 1.64 million at 31 December 2003 and 
NOK 1.36 million at 31 December 2002 are classified as other long-term receivables. 
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Amounts at 31 Dec IOT AS DNO Br. Ltd DNO Group DNO Group
NOK 1000 2003 2003 2003 2002
Estimated pension commitments at 31 Dec -4 398 -115 254 -119 652 -128 591
Fair value of scheme assets at 31 Dec 4 600 105 391 109 991 136 673
Effect of deviations from estimates, not recognised 1 235 7 482 8 717 -8 204
Employer’s contribution 202 - 202 170
Net scheme assets/(-pension commitments) 1 639 - 1 639 1 360

Net pension costs for the period
Present value of benefits earned during the year 468 - 468 487
Amortisation of deviations from estimates 121 - 121
Interest on incurred pension commitments 227 - 227 217
Expected return in scheme assets -281 - -281 -228
Employer’s payroll tax expenses 75 - 75 -
Net pension cost for the period 610 - 610 475

Economic assumptions:
Discount rate 6% 6%
Assumed return on assets 7% 7%
Assumed salary increase 3% 3%
Assumed pension increase 3% 3%

Remuneration of directors and executives
Remuneration of the directors of the board amounted to NOK 425 thousands for the year 2003 and NOK 525 thousands for 2002. See also note 23
(related parties).

In 2002, the company terminated severance agreements with the chairman of the board and two board members. In 2002 the two board members
accepted the changed terms of agreement, while the former chairman and the company agreed on terms in 2003 (NOK 8.25 mill net of VAT). 

Director's fee to the executive chairman in 2003 amounted to NOK 125 thousands (NOK 100 thousands in 2002).

Consultant fees to Increased Oil Recovery Ltd for hire of executive chairman management services were NOK 3.67 million in 2003 (NOK 3.0 million in
2002). No severance pay agreement has been entered into with the executive chairman. 

Managing director's salary, bonus and other remuneration for 2003 amounted to NOK 2.04 million. The figure for 2002 was NOK 2.1 million. His com-
pensation in 2003 consisted of NOK 1.75 million in salary and bonus, NOK 100 thousand in director's fee, NOK 39 thousand in pension contribution and
NOK 150 thousand in other benefits. The managing director will be entitled to severance pay corresponding to two to three times his annual remunera-
tion, depending on the circumstances. 

Severance pay agreements (1–2 years’ salary) have also been entered into with the following executives; Stewart Watson – Managing director DNO Britain
Ltd, Magne Norman – Managing director DNO International, Torstein Sannes – Managing director DNO AS, and Haakon Sandborg – CFO DNO ASA.

The head of the subsidiary IOT AS receives a performance based bonus. 

No loans have been granted and no guarantees have been issued for executives, shareholders or directors.
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Shares and options held by directors, executives and key personell on 31 December 2003

Directors and executives Shares Options
Companies controlled by Berge G. Larsen, Executive Chairman 8 369 790 - 
Anders Farestveit, Vice-Chairman - 112 500 
Helge Eide, Managing Director and Executive Director 100 000 225 000 
Farouk Al-Kasim, Non-Executive Director (stepped down with effect 12 Nov 2003) - 112 500 
Trygve Bruvik, Non-Executive Director - 112 500
Haakon Sandborg, Chief Financial Officer - 100 000
Torstein Sannes, Executive Vice President, Det Norske Oljeselskap AS 166 225 000 
Magne Norman, Executive Vice President, DNO International 75 000 - 
Stewart Watson, Executive Vice President, DNO Britain Ltd. 25 000  -
Harald Smedsvik, Executive Vice President, IOT AS 81 818 - 
Other executives and key personell -  705 000 
Total shares/options 8 651 774 1 592 500 

In all 1 592 500 options have been issued, at an average exercise price of NOK 21 (in the interval 20.4 to 25.9). All options expire on the date of the
annual general meeting in 2004.  

Group Parent company 

Auditors' fees
NOK 1000 excl. VAT 2003 2002 2001 2003 2002
Auditors' fees 1 911 1 744 1 724 700 700 
USGAAP/High Yield Bond audit fees 5 153 1 149 418 4 922 1 149 
Lehman process/Sale to Lundin Petroleum AB 510 - - 510 -
Other financial auditing (royalty reporting UK) 116 160 156 - -
Total, auditing fees 7 690 3 053 2 298 6 132 1 849 
Other assistance 1 593 909 800 939 719
Tax assistance 1 817 143 110 851 110 
Total auditors' fees 11 100 4 105 3 208 7 922 2 678 

Note 9  Earnings per share

Basic earnings per share are based on the time-weighted, average number of outstanding shares. Diluted earnings per share calculation includes
effect of outstanding options and convertible loans. Calculations do not include treasury shares. Earnings per share have been calculated by dividing
net group profit on the time-weighted number of outstanding shares (54 748 746). 

Employee options had only insignificant diluting effect towards the end of 2003 (see note 8). Diluted earnings per share therefore equal basic earn-
ings per share.
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Note 10  Net other financial items 
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
Interest received 9 261 12 757 40 748 7 073 10 177 
Interest received from group companies -  -  -  74 353 57 802 
Gain on sale of PDR ASA bonds from parent to IOT AS - - - 17 000 -
Dividends received -  -  -  - 34 000 
Other financial revenues 1) 23 773 54 685 1 780 23 722 55 316 
Reversal of write-down on intercompany receivables 4) - - - 70 400 -
Total financial revenues 33 034 67 442 42 528 192 548 157 295

Interest paid -40 034 -56 959 -55 528 -37 226 -48 426 
Interest paid to Group companies -  -  -  -231 -942 
Capitalised interest expenses 32 750 557 11 471 - 557 
Net gain (loss) on sale of securities 145 2 193 -2 180 145 2 193 
Net gain (loss) on foreign exchange 2) -15 411 -35 054 7 373 -47 538 -84 773 
Other financial expenses, including fx hedging 3) -50 349 -5 261 -29 299 -6 807 -18 053 
Write down on stocks and bonds - - - -64 677 -
Write-down of receivables on PDR ASA - -16 835 -  -15 638 -16 835 
Group contribution received -  -  -  - 18 000 
Total financial expenses -72 899 -111 359 -68 163 -171 972 -148 279

Net other financial items -39 865 -43 917 -25 635 20 576 9 016 

1) Other financial revenues largely consists of gain on realisation of interest and currency hedging contracts

2) Foreign exchange losses consist of NOK 4 683 unrealised and NOK 10 728 realised.

3) Consists mainly of High Yield Bond project related costs NOK 28.6 million and ANZ borrowing cost of NOK 16 million in 2003.

4) Reversal of write-down of intercompany receivable on DNO Britain Ltd recovered in connection with Lundin sale.

Note 11  Taxes 
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
Taxes payable -113 922 -120 633 -67 142 -1 198 -164 
Change in deferred taxes 11 127 73 803 -36 304 30 000  -  
Tax on group contribution -  -  -  - -5 040 
Taxes paid in kind under production sharing agreements (PSAs) -465 654 -317 271 -70 167 -465 654 -317 271 
Income taxes -568 449 -364 101 -173 613 -436 852 -322 475 
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Effective tax rates
Group Parent company

NOK 1000 2003 2002 2001 2003 2002
Profit (loss) before taxes 675 666 287 470 307 795 574 098 265 311 
Expected income tax according to nominal tax rate (28%) 189 186 80 492 86 183 160 747 74 287 
Expected petroleum tax 45 347 39 877 87 011 -  -  
Effect of earned uplift -4 004 -22 951 -13 463 -  -  
Taxes paid in kind under PSAs exceeding 28% 280 679 159 553 29 698 280 679 159 553 
Adjustment of previous years 864 4 516 776 -  -  
Adjustment of deferred tax assets not recorded 18 673 37 580 -65 135 18 673 37 580 
Other items 37 704 65 035 48 543 -23 247 51 055 
Total income taxes 568 449 364 101 173 613 436 852 322 475 
Effective tax rate (including change in deferred taxes) 84% 127% 56% 76% 122%

The tax effect of temporary differences and losses carried forward:
Group Parent company

NOK 1000 2003 2002 2003 2002
Other current items -9 374 944 -  -  
Tangible assets 109 967 85 496 -105 497 -37 956 
Uplift -12 691 -19 933 -  -  
Other fixed items (receivables, abandonment, etc.) -140 618 -169 372 -80 522 -89 645 
Losses carried forward -75 409 -12 726 - -9 745 
Total, basis for deferred taxes/(tax assets) -128 125 -115 591 -186 019 -137 346 
Deferred tax asset allowance 96 599 99 576 76 059 57 386 
Total deferred taxes -31 526 -16 015 -109 960 -79 960 
Capitalised deferred tax assets 116 141 86 141 109 960 79 960 
Capitalised deferred tax liabilities 84 615 70 126 -  -  

Tax rates effective at 31 December 2003 have been used to calculate deferred taxes. The tax rate is 78% for petroleum-related activity on the
Norwegian shelf, including a special petroleum tax of 50%, and 28% for other revenues in Norway.

Uplift is earned as a percentage (30%) of total investments in qualifying petroleum assets on the Norwegian shelf. Uplift is amortised on a straight-line
basis over six years from the date of investment to reduce income subject to special petroleum tax. The company has earned a future uplift of NOK 12.7
million. Unused uplift from any previous year can be carried forward without any limit in time, to reduce future special petroleum tax. At 31 December
2003, the company did not have any unused uplift to carry forward, and the total uplift therefore amounts to NOK 12.7 million. In its financial statements
the company recognises the benefit of uplift as a reduction of deferred tax liabilities in the year earned through the qualifying investment.

Capitalised deferred tax assets relate to activities taxable in Norway. Deferred tax assets relating to UK activities are not capitalised.

Losses carried forward relating to the activity in UK expire during the period 2005–2010.

In Norway, a credit is granted in taxes payable for taxes paid in Yemen.



42 DNO annual report 2003

Notes

DNO annual report 2003

Note 12  Oil and gas, other tangible assets and goodwill

Oil & Gas Other Total
DNO – Group Exploration Licence- Fields under Producing tangible Tangible
NOK 1000 Costs costs development fields assets assets Goodwill
Cost 1 January 2003 323 746 105 198 57 492 1 864 014  302 059 2 652 509 79 905 
Additions 2003 31 764 27 487 428 517 217 592 2 670 708 029 -  
Disposals 2003 -13 201   -51 531  -  - 840 -60 892 -  
Transfers 2003 -  -4 681 -217 024 221 705 -  -  -  
Cost 31 December 2003 342 309 76 473 268 985 2 303 311 305 569 3 296 646 79 905 
Accum. depreciation 1 January 2003 -13 201  -51 531  -  -1 018 006 -190 320 -1 273 058 -23 973 
Depreciation 2003 -  -  -  -272 252 -42 949 -315 201 -7 991 
Write-downs 2003 1) - - -  -  -12 760 -12 760 
Disposals and transfers 2003 13 201  -51 531  -  - -1 343 63 389 -  
Acc. depr. & write-downs 31 Dec. 2003 - - -  -1 290 258 -247 372 -1 537 630  -31 964 
Book value 31 December 2003 342 309 76 473 268 985 1 013 053 58 197 1 759 016 47 941 
Book value 31 December 2002 310 545 53 667 57 492 846 008 111 739 1 379 451 55 932 

Capitalised goodwill relates to the acquisition of IOT AS, and is amortized on a straight-line basis over 10 years. The expected useful economic life of
ten years is based on a conservative estimate. Estimates of market value per 31 December 2003 indicate no impairment issue in connection with the
investment in IOT AS.

1) See note 7 and 13

Oil & Gas Other Total
Parent company Exploration Licence- Fields under Producing tangible Tangible
NOK 1000 Costs costs development fields assets assets
Cost 1 January 2003 1 706  17 489  - 418 014 127 163 564 372 
Additions 2003 2 293 -9 944 -  93 821 763 86 933 
Disposals 2003 -  -  -  -  -9 078 -9 078 
Transfers 2003 -  - - - -  - 
Cost 31 December 2003 3 999 7 545 -  511 835 118 848 642 227 
Accum. depreciation 1 January 2003 -  -  -  -173 798 -113 615 -287 413 
Depreciation 2003 -  -  -  -133 522 -1 322 -134 844 
Write-downs 2003 - - - - - -
Disposals and transfers 2003 -  -  -  -  -1 380 -1 380 
Acc. depr. & write-downs 31 Dec. 2003 -  -  -  -307 320 -116 317 -423 637
Book value 31 December 2003 3 999 7 545 -  204 515 2 531 218 590 
Book value 31 December 2002 1 706 17 489 -  244 216 13 548 276 959 
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Note 13  Subsidiaries and associated companies

Company’s Ownership and Company’s Book 
business voting interest share capital value in 

Subsidiaries owned by DNO ASA address in per cent in 1 000 NOK 1 000
Det Norske Oljeselskap AS Oslo 100% 11 500 NOK 110 500 
Independent Oil Tools AS Stavanger 100% 660 NOK 106 500 
DNO Britain Ltd. 1) Aberdeen 100% 5 008 GBP 21 849 
Island Petroleum Developments Ltd 1) Isle of Man 100% 7 602 GBP 37 984 
Independent Offshore Services ASA 2) Oslo 100% 1 000 NOK 1 000
Total 2003 277 833 
Total 2002 268 768 

1) Island Petroleum Development Ltd and DNO Britain Ltd were sold to Lundin Petroleum AB in November 2003 subject to certain conditions to be fulfilled. The transaction was completed

in February 2004.

2) Independant Offshore Services ASA has changed name to DNO Yemen AS.

Subsidiaries owned by other companies in the Group
DNO Heather Limited Aberdeen 100%
DNO (Heather Oilfield) Ltd. Aberdeen 100%
The Norwegian Oil Company Ltd. London 100%
DNO Limited. London 100%

These subsidiaries were 100% owned by DNO Britain Ltd and were sold to Lundin Petroleum AB as part of transaction described above.

Company’s Ownership and Book value Book value
Ownership in associated companies business voting interest Company’s  DNO Group Parent 
NOK 1000 address in per cent share capital 31 Dec. 2003 31 Dec. 2003
Petrolia Drilling ASA Bergen 11.86% 9 104 - - 
Total 2003 - - 

On 31 December 2003, the DNO Group held a total of 107,95 million shares in Petrolia Drilling ASA. DNO’s voting interest was 11.86% at 31 December 2003. 

Acquisition cost of shares in Petrolia Drilling ASA
Acquisition cost 1 January 2003 270 444
Net additions/disposals shares in 2003 -3 752
Acquisition cost 31 December 2003 266 692

Book value Petrolia Drilling ASA
Accumulated result and write-downs at 1 January 2003 -270 444
Sale of previously written down shares 3 752 
Accumulated results and write-downs at 31 December 2003 -266 692
Book value 31 December 2003 - 

The shares in Petrolia Drilling ASA have mainly been acquired with cash and contributions in kind from sale of rigs and ownership interests in rigs.

On 31 December 2003 the market value of Petrolia Drilling ASA was NOK 27.3 million (100%), the market value of DNO's ownership interest was
NOK 3.24 million (11.86%). 

On 31 December 2003 the Group (Parent company and IOT AS) held NOK 10 mill in convertible bonds in Petrolia Drilling ASA, see note 24.
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The total write-downs charged to the Group's profit and loss statement in relation to Petrolia Drilling ASA in 2003 amounted to NOK 63.6 million. This
includes NOK 12.8 million in write-down of fixed assets (IOT AS), write-down of NOK 10 million in convertible bonds, write-down of NOK 15.6 million
related to short-term financing from DNO ASA and NOK 25.2 million in provisions for bad debt (IOT AS). Write-downs of NOK 10 million convertible
bonds and NOK 15.6 million related to short-term financing have been classified in the profit and loss statement as interest in associated companies.

Other fixed asset investments 
Other investments and receivables include a 19 per cent ownership interest in Norwegian Oil Services AS (formerly DNO Explorations Scandinavia
AS). The share capital of Norwegian Oil Services AS amounts to NOK 262 thousand, the book value recorded in DNO ASA's balance sheet being
NOK 50 thousand on 31 December 2003.

On 31 December 2003 DNO ASA owned 3.76 million shares in Sterling Energy Plc of which the book value was NOK 3.3 million. The market value of
these shares was NOK 4.58 million at 31 December 2003. DNO ASA held a 0.48% voting interest in Sterling Energy Plc at year end 2003.

The company has written down the interest in Russia (Timan Pechora) as described in note 7. The interest included shares in Ocean Energy Ltd
(Cyprus). These shares as such have not been considered of any value to DNO. The acquistion cost was entirely allocated to DNO’s interest in the oil
fields. 

Note 14  Inventories, other current receivables

Group Parent company

NOK 1000 2003 2002 2003 2002
Inventories 11 017 9 067 1 713 1 920 
Receivables 133 029 112 710 30 163 48 308 
Underlift, prepayments and accrued income 49 576 14 753 17 278 8 005 
Other current receivables 41 899 43 604 1986 17 329 
Total other current receivables 235 521 180 134 51 140 75 562 

Note 15  Restricted bank deposits

The parent company has placed a bank deposit classified as fixed assets as security for abandonment obligations relating to the Heather field (see
note 18). At 31 December 2003 and 31 December 2002 this amounted to NOK 234 million and NOK 244 million, respectively. 

The deposit has been released in February 2004 as part of the agreement with Lundin. (See note 2)

Other restricted bank deposits (including withholding tax) at 31 December 2003 and 31 December 2002, were NOK 3.0 million and NOK 1.8 million,
respectively.
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Note 16  Shareholders' equity

Movement in shareholders' equity, Group 
Paid-in 

Share capital Other
Share Treasury Premium treasury paid-in Other Minority

NOK 1000 capital shares account shares equity equity interests Total
Shareholders' equity on 1 Jan. 2003 216 729 -4 726 431 533 3 260  7 314 244 487 3320 901 917 
Purchase/sale of treasury shares -  2 957 - 35 059 -43 570  2 424 - -3 130 
Share issues 8 000 - 26 347 - - - - 34 347 
Other 1) - - -431 533 - 431 533 - - - 
Dividend payment - - - - - -55 524 - -55 524
Minority interests - - - - - -1 528 -3 320 -4 848
Profit for the year -  - -  - -  107 217 - 107 217 
Shareholders' equity on 31 Dec. 2003 224 729 -1 769 26 347 38 319 395 277 297 076 - 979 979

1) Transfer of funds from share premium account to other paid-in equity approved by extraordinary general meeting in Septermber 2003.

Movement in shareholders' equity, parent company
Paid-in 

Share capital Other
Share Treasury Premium treasury paid-in Other

NOK 1000 capital shares account shares equity equity Total
Shareholders' equity on 1 Jan. 2003 216 729 -4 726 431 533 3 260  7 314 179 032 833 142
Purchase/sale of treasury shares - 2 957 - 35 059 -43 570  2 424 -3 130 
Share issues 8 000 -  26 347 - - - 34 347 
Other 1) - - -431 533 - 431 533 -
Dividend payment - - - - - -55 524 -55 524
Profit for the year -  -  -  - -  137 246 137 246 
Shareholders' equity on 31 Dec. 2003 224 729 -1 769 26 347 38 319 395 277 263 178 946 081

1) Transfer of funds from share premium account to other paid-in equity approved by extraordinary general meeting in September 2003.

The company's board of directors has been authorised by the extraordinary general meeting in September 2003 to buy up to 5 million treasury shares
within the framework of the Companies' act. On 31 December 2003, the company held 442 140 treasury shares. 

In addition the company had an option to acquire 4.800.000 treasury shares at an average strike of NOK 17.58.

Movement in shareholders' equity for the Group for the last five years 
NOK 1000 2003 2002 2001 2000 1999
Shareholders' equity on 1 January 901 917 941 686 796 728 420 770 354 782 
Share capital 8 000 10 400 5 660 60 441 23 000 
Treasury shares 2 957 -828 -3 838 -  -233 
Share premium account -405 186 23 546 18 106 266 479 49 851
Paid-in equity, treasury shares 35 059 3 260 -  -  -  
Other paid-in equity 387 963  -  -  7 314 -  
Minority interests -3 320 3 320
Other equity 52 589 -79 467 125 030 41 723 -6 630 
Shareholders' equity on 31 December 979 979 901 917 941 686 796 727 420 770 
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Movement in share capital for the Group in the last five years 
Share capital

Balance Nominal No. of shares Balance
Year Event Change (1000 NOK) value (NOK) Change (1000 NOK)
1999 Opening balance 117 228 4 29 307

Private placement 11 600 128 828 4 2 900 32 207
Exercise of options 3 400 132 228 4 850 33 057
Acquisition of oil licence 8 000 140 228 4 2 000 35 057
Closing balance 140 228 4 - 35 057

2000 Acquisition of IOT 13 800 154 028 4 3 450 38 507
Exercise of options 600 154 628 4 150 38 657
Private placement 33 200 187 828 4 8 300 46 957
Acquisition of oil licence 3 241 191 069 4 810 47 767
Conversion of bond loan 9 600 200 669 4 2 400 50 167
Closing balance 200 669 4 - 50 167

2001 Exercise of options 5 420 206 089 4 1 355 51 522
Conversion of bond loan 240 206 329 4 60 51 582
Closing balance 206 329 4 - 51 582

2002 Private placement 10 400 216 729 4 2 600 54 182
Closing balance 216 729 4 - 54 182

2003 Private Placement 8000 224 729 4 2000 56 182
Closing balance 224 729 4 56 182

At the extraordinary general meeting in September 2003, authorisation was given to increase the company's share capital by up to NOK 20 million by
issuing up to 5 million shares at a nominal value of NOK 4 per share. Issue price and other terms of subscriptions will be decided by the Board of
Directors. The authorisation was given for two years from the date of the general meeting. At 31 December 2003 the Board of Directors has not issued
any new shares under this authorisation. The authorisation also covers increase in capital through contribution other than money, including in connec-
tion with merger.

The annual general meeting in June 2003, approved the extension of 1.480.000 shares or options awarded to the company's Board members, execu-
tives and key personnel. The Board was also authorised to award an additional 200 000 options to other key personnel. 

As approved by the extraordinary general meeting in September 2003, Director Trygve Bruvik was awarded 112 500 options. Reference is also made to note 8.

The company's shareholders at 31 December 2003: Shares Interest 
Increased Oil Recovery AS * 5 563 142 9.98%
EGD Holding AS 2 900 000 5.20%
Larsen Oil & Gas AS * 1 802 148 3.23%
Skagen Vekst 1 602 000 2.87%
Unistar Holdings Inc 1 550 500 2.78%
Det Stavangerske Dampskipsselskap AS 1 500 000 2.69%
Livius AS * 1 004 500 1.80%
Nordea Liv Norge AS 889 400 1.60%
Clearstream Banking CID Dep. 810 801 1.45%
Sletthei AS Leif Inge 800 000 1.44%
Bank of New York 768 960 1.38%
Firstnordic Norge v/Firstnordic Fonden 600 000 1.08%
Neumann Holding AS 600 000 1.08%
Other shareholders 35 348 606 63.42%
Total1) 55 740 057 100.00%

The list shows shareholders holding more than 1 per cent of outstanding shares on 31 December 2003.
* Companies controlled by Berge G. Larsen, Executive Chairman 

1) Total number of shares in table above excludes 442 140 treasury shares.
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Note 17  Guarantees and commitments

a) Abandonment of field installations
According to the terms of production licences on the Norwegian continental shelf, the company has a duty to remove offshore installations as required
by the authorities upon termination of production or when the licence expires. 

Prior to 27 June 2003, the decommissioning costs were shared between the Norwegian state and the individual licensee based on the taxes paid by the
licensee during the lifetime of the installations. On 27 June 2003, the rules for tax deduction related to decommissioning provisions on the Norwegian
continental shelf were changed. These provisions may now be deducted from the taxable oil and gas revenue from the shelf (78% tax regime). See note
11 for tax effect.

The abandonment provision is made on the basis of an assumed removal concept, based on the Norwegian Petroleum Act of 1975, Section 35, the Act of
1996 relating to allocation of removal costs for installations on the continental shelf and on international regulations and guidelines. The abandonment is
normally based on the following conditions:

■ small, including mobile installations; full removal
■ large installations; removal of deck and equipment
■ subsea installations and pipelines; cleaning and possible covering
■ shutdown and disconnection of wells are included in ordinary operating expenses

On the UK continental shelf, licencees are required to carry the cost of abandonment based on an abandonment plan approved by the authorities.
Provisions for the company's share of such abandonment costs, determined on a unit-of-production basis, are reflected in the balance sheet under
Provisions for liabilities and charges, and at 31 December 2003 and 31 December 2002 amounted to NOK 264.1 million and NOK 258.3 million, respec-
tively. DNO’s abandonment liabilities for the UK shelf are eliminated through completion of the sale of DNO Britain Ltd in February 2004. 

For the onshore Yemen operations it is assumed that there is no significant decommissioning costs. According to the Production Sharing Agreements,
the production facilities and operating equipment will be handed over to the authorities when when the fields are no longer commercially viable. In
2003 the company made a provision relating to clean-up after closing down the wells of NOK 4.6 million. 

Specification of this year's change in abandonment obligations:

Estimated abandonment obligation (NOK million) UK Norway International Group
1 January 2003 258.3 17.4 - 275.7
Change in provisions from legislative changes - 4.4 - 4.4
This year's provision for future abandonment 5.8 6.5 4.6 16.9 
Estimated abandonment obligation 31 December 2003 264.1 28.3 4.6 297.0

Total abandonment cost for the Heather field has been estimated at GBP 67.9 million (DNO Heather Ltd's share is 37.5%). Former licencees will be
responsible for 62.5% of the abandonment obligations of the Heather field, for which guarantees have been provided.

The Group's obligation relating to the future abandonment of the Heather platform was covered by restricted bank deposits (see note 15) of NOK 234
million. The liability has been transferred to Lundin as part of the sale of the UK operations, and the bank deposit has been released in February 2004
(see note 24).

b) Expected contractual obligations/licence commitments relating to future investments for continued operations
The company has the following obligations relating to its interests in own and partner-operated oil and gas fields:

Expected contractual obligations/licence commitments (NOK million) 2004
Drilling and exploration commitments 86 
Contractual obligations, projects under development 0 
Total contractual obligations/licence commitments related to future investments 86

Includes exploration, production and appraisal wells in Norway, Yemen and Africa (continued operations only). 
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c) Lease obligations continued operations
The Group has the following operational lease obligations, mostly through ownership interests in own and partner-operated oil and gas fields: 

Calendar year (NOK million)
2004 15.1
2005 -
2006 -
After 2006 -
Total minimum operational lease obligations (continued operations) 15.1

The operational lease obligations relate to the activity on the Norwegian shelf and lease of the Petrojarl production vessel at the Glitne field. The lease
contract may be terminated on a six months notice.

d) Liability for damages/insurance
Like other licensees on the Norwegian continental shelf, the company has unlimited responsibility for damage, including pollution. The company has
insured its pro rata responsibility in the Norwegian and international sectors on the same lines as other oil companies. Installations and liability are
covered by an operations insurance policy.

e) Legal disputes
In 1997/1998 Larsen Oil and Gas AS (LOG) arranged DNO’s first investment in Yemen, Block 53. LOG had prior oil field experience in Yemen. Mustad Inc
claimed arrangement fee and success fee from LOG and DNO ASA as a result of DNO’s acquisition. A precourt settlement resulted in a payment of
USD 450.000 to Mustad Inc. LOG has not received any brokerage fee nor any success fee from DNO for this successful investment.

There are no material disputes as of 31 December 2003. 

f) Guarantees at 31 December 2003 (NOK millions)

Continued Discontinued Total
Parent company guarantees to external parties on behalf of companies in the Group 1) 74 498 572 
Subsidiaries' guarantees to external parties 2) - 700 700  
Parent company guarantees to associated companies 3) - - -  
Other parent company guarantees to external parties 1 - 1 
Total guarantees 75 1 198 1 273 

1) Mainly concerns guarantee issued for the Heather field abandonment obligation and guarantee given in connection with the acquisition of the Thistle field.

2) In connection with loan agreements, DNO subsidiaries have issued certain guarantees.

3) No guarantees have been issued on behalf of the associated company Petrolia Drilling ASA

Note 18  Long-term liabilities, maturity, collateral and loan terms

Long-term debt Loan amount Balance Balance 
NOK 1000 Currency Loan amount Interest rate Maturity 31 Dec. 03 31 Dec. 02 
Foreign currency loan USD 2722 Libor+2% 28.06.2003 - 18 975
Foreign currency loan USD 62 000 Libor+1.4% 31.12.2009 415 389 0 
Bond loan NOK 325 000 Nibor+4% 01.06.2004 325 000 325 000 
Bond loan NOK 9 500 Nibor+3% 01.06.2004 10 830 95 330 
Multi-currency loan USD/NOK 10 700 Nib+2%/Lib+2% 01.03.2004 - 74 899  
Net other long-term debt NOK 4 250 Nibor+1.3% 01.05.2004 - 4 250 
Financial leases 1) USD 4576 3.5%–8.5% 2003–2006 30 576 42 656 
Total outstanding 781 795 561 110 

1) Consists of several lease agreements with varying terms and maturities
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Maturities of the company's interest-bearing debt:

Year Parent 
NOK 1000 Group company
2004 751 219 751 219
2005 - -
2006 - -
2007 - -
2008 - -
Total 751 219 751 219

Existing interest-bearing debt will be paid off in 2004 following the Lundin transaction. See note 24.

Maturities capital lease contracts:        

Year  
NOK 1000 Installments
2004 12 135
2005 9 206
2006 9 040
2007 195
2008 -
Total 30 576

The capital lease contracts relate to IOT AS. 

Parent
Collateral (book value of assets offered as collateral) Note Group company
Shares -  170 333
Receivables and inventory 31 687 1 713 
Oil and gas fields 1 118 564 -  
Other fixed assets 60 618 -  
Bank deposits 46 097 -  
Total collateral 1 256 966 172 046
Restricted bank deposits 15 233 625 233 625 
Total 1 490 591 405 671

At completion of the sale of the shares in DNO Britain Ltd and IPD Ltd to Lundin Petroleum AB in February 2004, all material collateral have been
released upon repayment of the ANZ loan.  

The restricted bank deposit related to the decommissioning obligation for the Heather Oil field was also released in February 2004 when the decom-
missioning liability was transferred to Lundin Petroleum AB. 

Loan terms:
The company's loan agreements include requirements for financial ratios and restrictions concerning borrowings and equity transactions. The company
satisfies all loan agreement requirements at 31 December 2003.

Certain requirements also exists for assignment of cash flow from operations, insurance and hedging.
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Note 19  Current liabilities
Group Parent company

NOK 1000 2003 2002 2003 2002
Taxes payable 30 629 62 303 -  -  
Accounts payable 51 926 16 738 3 790 1 220 
Unpaid government charges and taxes payable 8 346 6 254 2 449 1 211 
Accrued interest 4 326 4 326 4 326 4 326 
Accrued expenses and other current liabilities 253 884 142 862 48 218 61 603 
Total non-interest bearing current liabilities 349 111 232 483 56 630 68 360 

Accrued expenses and other current liabilities mainly relate to the petroleum activity in Norway and UK. The UK share of these liabilities is NOK 191
million in relation to the Broom development. These liabilities have been removed from the DNO books with the sale to Lundin Petroleum AB. 

Obligations relating to acquisition of licence interests for which the company has contractual long-term bank financing, have been classified as long-
term liabilities.

Note 20  Financial instruments and risk management

DNO is exposed to changes in oil prices associated with the company's oil activity. The activity also involves exposure to market risk relating to
changes in exchange rates. The company's exposure to risk is continuously being monitored, and the company employs various financial instruments
to reduce this risk. The company does not use financial instruments for speculation purposes.

DNO employs the following financial instruments: 

a) Foreign currency risk management
DNO's revenues are mainly denominated in USD, while its disbursements relating to investments and operations are normally denominated in
Norwegian kroner (NOK) and Pound Sterling (GBP). A decline in the value of the USD reduces the funds obtained by a conversion to NOK/GBP. 
DNO is therefore exposed to changes in the value of the USD versus NOK and GBP. To reduce this risk, DNO sells USD forward against NOK and GBP. 

b) Forward contracts, currency swaps and currency options
In 2002 a currency and interest swap was entered into for NOK 175 million of the bond loan from NOK to USD, maturing in 2004. Unrealised gain
(not recognised) at 31 December 2003 was NOK 5.28 million.

c) Interest rate risk management
DNO is exposed to interest rate fluctuations on all floating interest rate loans, mainly LIBOR and NIBOR. During 2003, DNO entered into two agreements
for interest rate swaps, each for the amount of USD 20 million. DNO pays a fixed interest rate of 3,99% and 3,85% and receives the floating 6 month
LIBOR. Both interest rate swaps matures at year end 2009. Total unrealized loss (not recognized) is at December 31, 2003 USD 1.17/NOK 7.78 million.

The currency swap described in point b above, means that interest is swapped from NIBOR-based to a LIBOR-based floating interest rate. 

d) Commodity price risk management
DNO is exposed to price risk related to fluctuations in crude oil prices, and the company uses commodities derivatives for hedging purposes. At 31
December 2003 DNO has four oil swap agreements with ANZ bank and two oil swaps with Nordea bank.
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Sales 
quantity Contract price Unrealized loss Unrealized Loss 

boe USD per barrel Start date Maturity USD Million NOK Million
150 000 26.10 01/07/2003 29/02/2004 -0.77 -5.17

300 000 29.17 01/01/2004 31/03/2004 -0.02 -0.15
1 207 800 25.94 01/01/2004 31/12/2004 -3.27 -21.82

109 800 25.72 01/01/2004 31/12/2004 -0.32 -2.14
1 204 500 23.66 01/01/2005 31/12/2005 -3.17 -21.19

109 500 23.77 01/01/2005 31/12/2005 -0.27 -1.85
Total -7.84 -52.32

At 31 December 2003 there was an unrealized (and unrecognized) loss of NOK 52.32 million on commodity price hedging contracts.

e) Credit risk
In agreements entered into for financial instruments, DNO is exposed to credit risk in the event of non-performance by the counterparties to the agree-
ments. In the event of counterparty default, the risk would be the difference between the prevailing market prices/exchange rates and the contracted
interest and exchange rates. The credit risk of interest rate, currency and crude oil derivatives will be represented by market values of contracts with a
positive value at the end of each accounting period, cf. estimated market values in the table below. Counterparties in the agreements are approved intern-
ally according to certain criteria. In DNO's opinion, such credit risk is low as the agreements are entered into with recognised financial institutions. 

f) Fair value of financial instruments
Fair values of the company's financial instruments are estimated based on market prices, and the valuation methodologies are described below.
However, prudence is recommended in interpreting market data to arrive at an estimated fair value. Accordingly, the estimates presented herein may
not necessarily be indicative of the amounts the company could realise.

g) Risk related to other items
On 31 December 2003, DNO had a 11.86 per cent interest in Petrolia Drilling ASA, a company listed on the Oslo Stock Exchange. DNO wrote down this
investment in its entirety in 2002, and thus DNO is not exposed to any risk related to fluctuations in the share price of this investment. See also notes
13 and 24. 

Estimated fair value of financial instruments at 31 December 2003 2002
Book Fair Book Fair

NOK million value Value value Value
Fixed asset investments:
Cash and cash equivalents 137.7 137.7 83.8 83.8 

Financial obligations:
Long-term liabilities, including 1st year's instalment 781.8 781.8 561.1 561.1 

Instruments used to manage currency exposure:
Assets - 5.28 - 16.4 
Obligations - - - -

Instruments used to manage interest rate exposure:
Assets - - - -
Obligations - -7.78 - -

Instruments used to hedge crude oil prices:
Assets - -52.3 - -17.7 
Obligations - - - -
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The following methods and assumptions are used to estimate the fair value of financial instruments:

Cash and cash equivalents
Book values approximate fair values due to the short time to maturity of these instruments.

Long-term liabilities
For floating rate bank loans, fair values and book values are identical.

Currency options/commodities derivatives
The fair value of unlisted financial instruments is based on market quotations and estimates based on market rates at the balance sheet date.

Note 21  Proved and probable oil and natural gas reserves (unaudited)

The table below shows DNO's estimated proved and probable reserves of oil and gas and the changes in reserves for the years 2003, 2002 and 2001.
The table also shows proved and probable developed reserves of oil and gas for the same period. The company uses proved and probable developed
reserves as its base when estimating depreciation and abandonment provisions according to the unit-of-production method (producing fields). 

The reserves in DNO-operated fields are based on DNO's own estimates, whereas the reserves in partner-operated fields are based on operator
estimates. Proved and probable, developed reserves represent estimated volumes of oil, gas and NGL which, based on geological and technical data
with a reasonable degree of certainty, can be produced from known reservoirs in the future under current commercial and operational conditions. 

Because of the uncertainty and limitations associated with reserve data, reserve estimates will change as new information becomes available. 

Proved and probable reserves 
NORWAY UK INT GROUP

Oil Gas 1) Oil Gas 1) Oil Gas 1) Oil Gas 1)

mmb mmb mmb mmb mmb mmb mmb mmb
Total proved and probable reserves at 31 Dec. 2000 1.8 -  53.1 -  9.4 -  64.3 -  
Revision of previous estimates -0.3 -  2.6 -  1.4 -  3.7 -  
Extensions and discoveries 3.3 6.4 8.1 -  -  -  11.4 6.4 
Acquisitions and sale of reserves 5.4 0.1 -1.0 -  -  -  4.4 0.1 
Production 2001 -1.6 - -2.0 -  -1.2 -  -4.8 -  
Total proved and probable reserves at 31 Dec. 2001 8.6 6.5 60.8 -  9.6 -  79.0 6.5 
Revision of previous estimates 7.1 6.6 7.0 - 7.7 - 21.8 6.6 
Extensions and discoveries - 8.8 - -  - 8.8 - 
Acquisitions and sale of reserves 4.2 - - - - 6.6 4.2 6.6 
Production 2002 -2.5 - -1.7 - -3.9 - -8.2 - 
Total proved and probable reserves at 31 Dec. 2002 17.4 13.1 74.9 - 13.4 6.6 105.7 19.7 
Revision of previous estimates 26.6  -9.0  7.1 -  -  -  33.7 -9.0  
Extensions and discoveries -  -  0.0 -  3.2 - 3.2 -  
Acquisitions and sale of reserves - -  -  -  -  -  0 -  
Production 2003 -2.0 -  -3.2 -  -4.7 -  -9.9 -  
Total proved and probable reserves at 31 Dec. 2003 2) 42.0 4.2 78.8 - 11.9 6.6 132.7 10.8 

The above figures include the following 
proved and probable, developed reserves:
At 31 December 2000 1.8 - 10.7 -  6.3  -  18.8 -  
At 31 December 2001 5.3 -  11.7 -  5.9 -  22.9 -  
At 31 December 2002 7.4 0.1 11.1 -  11.1 -  29.6 0.1 
At 31 December 2003 5.1 0.2 9.5 -  11.9 3.1  28.0 3.3 

1) Gas stated in barrels of oil equivalent

2) Reserves in the Alvheim area have been based on DNO estimates.
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The sale to Lundin Petroleum AB includes all reserves for the UK segment (78,8 mill boe), all gas reserves for Ireland (International) (6,6 mill boe), and
all Norwegian reserves except for 2.5 Mbbl related to the Glitne Oil Field (43,7 mill boe).  

Remaining continued proved and probable reserves at 31 December 2003 are estimated to approximately 14 mill boe.  

Note 22  Health, safety and the environment 

The company's activities were carried out in accordance with official requirements relating to the natural environment.

In 2003 DNO had one incident with a causualty in connection with the operations in Yemen. The incident was caused by special metrological condi-
tions. The Board regrets the consequences of the incident and will continue the work to prevent similar incidents from happening in the future.

Note 23  Transactions with related parties, network partners and non-consolidated companies

All transactions, agreements and business activities with related parties are conducted according to normal business terms and conditions. The following
is a table and a description of the related party transactions in 2003. For a description of the remuneration of directors and management, see note 8.

Related Party Type of transaction Size of transaction
Petrolia Drilling ASA Convertible loan to Petrolia Drilling ASA  NOK 10 million

Short-term loan to Petrolia Drilling ASA  NOK 15.6 million
Leasing agreements NOK 15.0 million

Increased Oil Recovery Ltd Office space lease agreements paid by IOR Ltd to DNO Br. Ltd (NOK 0,8 million)
Drilling related consulting services NOK 2.0 million
Rent of DNO London flat NOK 0,7 million
Rent of DNO London office NOK 0.9 million
Hartlepool sponsor payments NOK 0.7 milion

Increased Oil Recovery AS Contracting of Executive Chairman to DNO NOK 3.67 million
Berge G. Larsen, Executive Chairman Directors fee NOK 125 thousands
Larsen Oil and Gas AS Bergen office - administration agreement NOK 2.63 million
Norwegian Oil Services AS New venture expenses and related consulting services NOK 8.1 million
Other Petroteam AS, consulting services NOK 0.9 million

Petrolia Drilling ASA
Berge G. Larsen, the Company’s Executive Chairman of the Board, was also on the Board of Petrolia Drilling (PDR) in 2003. In 2003 PDR ASA borrowed
NOK 25.6 million from DNO. NOK 10 million was borrowed in form of loan convertible after October 2, 2003 into PDR ASA common stock at a rate of
NOK 0,01 per share. NOK 15.6 million was provided as a short-term loan that was repaid in 2004. In 2002 IOT AS entered into several lease agreements
with PDR ASA, pursuant to which PDR ASA leases certain equipment. Under these agreements NOK 15.0 mill was recognised as revenues in 2003.

Increased Oil Recovery Ltd. (IOR Ltd)
Berge G. Larsen is employed by Increased Oil Recovery Ltd. (IOR) and holds an indirect ownership of 34% in the company. DNO Britain Ltd. has contracted
drilling related consulting services from IOR; the charge to the income statement in 2003 was approximately NOK 2.0 million. Furthermore, DNO Britain
Ltd. has entered into office space leasing arrangements with IOR Ltd. whereby DNO Britain Ltd. received from IOR Ltd NOK 0.8 million in 2003. Rent of the
DNO London office and London flat is paid through IOR Ltd for VAT purposes. IOR Ltd receives a 5% handling fee for administration of the office and flat
agreements.

DNO ASA has a sponsor agreement with Hartlepool Football Club in the United Kingdom, in which IOR Ltd. owns a 93.79% interest. DNO ASA paid
approximately NOK 0,7 million in 2003 to Hartlepool Football Club under this sponsor agreement.
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Increased Oil Recovery AS (IOR AS)
Berge G. Larsen holds as of 31.12.2003 a 73% ownership interest in Increased Oil Recovery AS, with which DNO has entered into a consultancy agreement.
DNO’s consulting agreement with IOR AS states that IOR AS has entered into a consulting agreement with Increased Oil Recovery Ltd. In turn, IOR Ltd. has
entered into an employment agreement with Berge G. Larsen. Through this series of agreements, Mr Larsen provides DNO with certain management
services for which DNO paid NOK 3,67 million in 2003.

Independent Oilfield Rentals Ltd.
Berge G. Larsen holds indirectly just below 10% of Independent Oilfield Rentals Ltd which, in turn, holds a 100% interest in Dove Energy Ltd. Dove Energy
Ltd. is the operator of the Sharyoof field. DNO entered in 1999 into a production sharing agreement and a joint operating agreement with Dove Energy and
with the Yemeni government, the latter of which governs the relationship among the parties with interests in the Sharyoof field (Block 53). 

Larsen Oil & Gas AS
Berge G. Larsen owns 100% of Larsen Oil & Gas AS. DNO has entered into an administrative agreement with Larsen Oil & Gas AS under which Larsen Oil &
Gas AS has agreed to provide DNO with certain office and management services to assist in the day-to-day operations. Under the agreement, DNO is
required to pay office lease, IKT expenses and secretarial and travel expenses. Payments made pursuant to this arrangement totaled approximately NOK
2.6 million in 2003. 

Norwegian Oil Services AS (formerly DNO Explorations Scandinavia AS)
DNO holds a 19% interest in Norwegian Oil Services AS . In addition, DNO’s Managing Director was a board member of Norwegian Oil Services AS until
December 2003. DNO has in 2003 paid Norwegian Oil Services AS for providing certain new venture expenses and related consultancy services in the
amount of NOK 8.1 million. In addition the Managing Director of Norwegian Oil Services AS received NOK 0,9 million in consulting fees from DNO.

Other
Farouk Al-Kasim, a director of DNO ASA until November 2003, controls Petroteam AS. In 1997, DNO entered into a consulting agreement with Petroteam
AS. In 2003, DNO paid NOK 0,7 million to Petroteam AS under this agreement. Al-Kasim is no longer a director / related party to the company.

Bjørge Gretland, newly appointed non-executive director, receives an annual payment of NOK 0,8 mill for financing, restructuring and other services
provided to the company. NOK 0,2 mill was paid out in 2004 for services in 4th quarter 2003 under this agreement. 

Note 24  Contingencies and events occurring after the balance sheet date

Statoil announced in January 2004 that the estimated reserves in the Glitne field exceed 50 million barrels of oil equivalents. DNO’s working interest
in the Glitne field is 10%.

In February 2004 DNO agreed to purchase Shell’s 15% share of the Goliat field in the Barents Sea (PL 229) and 25% share in the licenses PL035 and
PL 272 in Block 30/11 in the North Sea. 

The sale of the shares in DNO Britain Ltd and Island Petroleum Development Limited to Lundin Petroleum AB was completed in February 2004. The
proceeds from the transaction were partially used to repay the ANZ-loan.   

In 2004, DNO has continued its programme to buy treasury shares in accordance with the authorisation granted by the extraordinary general meeting
in 2003. As of 29 March 2004, DNO has acquired additional 357 860 shares (net).

Five key employees in the 100% owned subsidiary Det Norske Oljeselskap AS have exercised all their DNO ASA share options.  

The drilling of well Nabrajah-1 in Block 43 was completed in March 2004. The tests confirmed presence of an oil column in the Quishn S2 sansdstone
reservoir. As a consequence of the test results, a two well appraisal drilling program will be conducted in order to determine size and commercial via-
bility. The drilling program is likely to commence towards the end of the second quarter 2004 once a suitable drilling rig has been contracted.

In February 2004, DNO subsidiary IOT AS acquired 400 million shares in Petrolia Drilling ASA through conversion of bond loans.   
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In March 2004, IOT AS received subscription rights for shares in Petrolia Drilling ASA as compensation for default on leasing arrangements with
Petrolia Drilling ASA.  

DNO submitted an application for new lisences in the 18th Licensing round on the Norwegian Continental Shelf. The Ministry aims to award new pro-
duction licenses in the second quarter of 2004.

In order to maintain certain oilprice and interest rate hedging contracts with ANZ after loan repayment, DNO has agreed to secure the bank’s exposure
under these contracts by cash deposits. For more detail on contracts, see note 17.

Note 25  Specifications of continued and discontinued operations

Profit and Loss Statements Continuing Discontinued Total Continuing Discontinued Total
NOK 1000 operations operations 2003 operations operations 2002
Total operating revenues 1 167 350 841 231 2 008 581 1 137 250 553 764 1 691 014
Exploration expenses 36 268 51 809 88 077 19 685 94 468 114 153
Other operating expenses 520 056 659 279 1 179 325 632 260 421 500 1 053 760
EBIT 611 026 130 143 741 169 485 305 37 796 523 101
Associated companies -25 638 - -25 638 -191 714 - -191 714
Net other financial items 26 903 -66 768 -39 865 -88 442 44 525 -43 917
PROFIT (LOSS) BEFORE TAXES 612 291 63 376 675 666 205 150 82 321 287 470
Taxes -474 899 -93 550 -568 449 -343 650 -20 451 -364 101
ANNUAL PROFIT (LOSS) 137 392 -30 175 107 217 -138 501 61 870 -76 631

Other Key Figures Continuing Discontinued Total at Continuing Discontinued Total at
NOK 1000 operations operations 31.12.03 operations operations 31.12.03
Tangible assets 309 628 1 449 388 1 759 016 430 124 949 327 1 379 451
Total assets 952 754 1 603 678 2 556 432 1 020 960 1 020 384 2 041 344
Decommissioning liabilities 18 961 290 298 309 259 10 948 264 760 275 708
Total production 5 608 043 4 159 733 9 767 776 5 290 942 2 884 622 8 175 564
Production/day 15 364 11 397 26 761 14 496 7 903 22 399
EBITDA 886 752 233 646 1 120 398 832 222 134 842 967 064

Note 26  Narrative description of differences between N GAAP and IFRS

See also note 1 for a description of current accounting principles including a brief description of the implementation of International Financial
Reporting Standards.

There are currently no industry specific regulations for oil and gas activities under IFRS. The IASB has issued an exposure draft (ED 6 “Exploration for
and Evaluation of Mineral Resources”) and a consultation paper (“IASB proposals on exploration for and evaluation of mineral resources”) that pro-
vides temporary solutions by allowing companies to continue to use existing accounting principles for exploration activities, subject only to the con-
straint that certain expenditures shall not be included in the initial measurement of exploration and evaluation assets (exploration phase).  

The following changes in the consolidated accounts could be expected from the implementation of IFRS:

Decomposition of operational fixed assets
IFRS requires a higher degree of decomposition of fixed assets that might impact future depreciation. DNO applies the successful efforts principle for
oil and gas accounting, and this requirement is not expected to have a significant impact.
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Decommissioning 
Under IFRS, the net present value of the estimated decommissioning cost must be capitalised as part of the fixed asset. The increased book value of
the fixed assets will be balanced by a corresponding decommissioning provision.

Goodwill amortisation
Amortising goodwill is not expected to be permitted under IFRS. Impairment testing should be carried out on a regular basis to confirm that fair value
at least exceeds book value.

Reporting currency
IFRS is expected to be more flexible in relation to reporting currency than the current Norwegian accounting principles. DNO has not decided whether
another reporting currency would be more appropriate to use than the Norwegian krone, but given the international character of the oil and gas busi-
ness, this is an option that will be considered.

Hedge accounting
Under IFRS the requirement for applying hedge accounting in the financial accounts is more strict than under current Norwegian Practice.

Dividend
Proposed dividends that are approved after the balance sheet date, will according to IFRS be part of equity. The current practice of classifying this as
short-term debt will no longer be permitted. Dividends will reduce equity and be accounted for as debt only from when the General Assembly has
approved the dividend.

Share-based compensation
IFRS require that options and subscription rights granted to directors, management and key personell are charged against profit at their fair value at
the allocation date.

First year instalment of long-term debt
IFRS states that the first year instalment of long-term debt should be classified as short-term debt.
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Addresses

Det Norske Oljeselskap AS

Stranden 1, Aker Brygge

P.O. Box 1345 Vika

NO-0113 Oslo

Norway

Telephone (+47) 23 23 84 80

Telefax (+47) 23 23 84 81

E-mail dno@dno.no

DNO ASA Yemen

Diplomatic Area

Street 22C House no 10

Sana’a

Republic of Yemen

Telephone (+96) 71 24 33 88

Telefax (+96) 71 26 77 61

E-mail dnoyem@y.net.ye
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