
Net income for the Statoil group in the second quarter of 2004 was NOK 4.4 billion, which is at the same level as in the second quarter of 2003. In the first six

months of 2004 net income was NOK 9.1 billion compared to NOK 8.0 billion in the first six months of 2003. 

After-tax return on average capital employed (ROACE) (see note 1 on page 8) for the previous twelve months as at the end of the second quarter of 2004 was

19.0 per cent, compared to 18.7 per cent for the year ended December 31, 2003. Normalized ROACE (see note 2 on page 8) for the twelve months ended June

30, 2004 was 11.8 per cent, compared to 12.4 per cent for the year 2003. Earnings per share were NOK 2.01 (USD 0.29) in the second quarter of 2004

compared to NOK 2.03 (USD 0.28) in the second quarter of 2003. For the first six months of 2004 earnings per share were NOK 4.18 (USD 0.60) compared to

NOK 3.69 (USD 0.51) for the first six months of 2003.

“We have delivered another strong result from operations in the second quarter,” says acting chief executive Erling Øverland. “High oil prices and good output at a

continued low production cost per barrel are among the main contributors.We are also very satisfied with the awards to Statoil in the 18th licensing round in

Norway, and internationally we took important steps to strengthen our gas position.Our entry into two major gas fields in Algeria was approved by the Algerian

government. And in accordance with our international LNG strategy, we secured a quadrupling of Statoil’s access to capacity at the Cove Point LNG terminal in the

USA from 2008. Buying back Statoil Detaljhandel gives us a good basis for strengthening our leading market position in Scandinavia and the Baltic region.”

USGAAP income statement

Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

(in millions) NOK NOK change USD* NOK NOK change USD* NOK

Sales 70,961 54,496 30% 10,228 137,041 121,123 13% 19,752 248,527

Equity in net income (loss) of affiliates 284 192 48% 41 504 128 294% 73 616

Other income 60 78 (23%) 9 790 78 N/A 114 232

Total revenues 71,305 54,766 30% 10,277 138,335 121,329 14% 19,939 249,375

Cost of goods sold 44,945 32,494 38% 6,478 83,612 72,018 16% 12,051 149,645

Operating expenses 6,632 6,401 4% 956 13,587 13,325 2% 1,958 26,651

Selling, general and 

administrative expenses 1,165 1,259 (7%) 168 2,085 3,338 (38%) 301 5,517

Depreciation, depletion 

and amortization 3,908 3,799 3% 563 8,061 7,601 6% 1,162 16,276

Exploration expenses 430 477 (10%) 62 720 951 (24%) 104 2,370

Total expenses 57,080 44,430 28% 8,227 108,065 97,233 11% 15,576 200,459

Income before financial items, 

other items, income taxes and 

minority interest 14,225 10,336 38% 2,050 30,270 24,096 26% 4,363 48,916

Net financial items (144) 396 (136%) (21) (1,159) (789) (47%) (167) 1,399

Other items 0 (6,025) N/A 0 0 (6,025) N/A 0 (6,025)

Income before income taxes

and minority interest 14,081 4,707 199% 2,030 29,111 17,282 68% 4,196 44,290

Income taxes (9,665) (261) N/A (1,393) (19,892) (9,119) 118% (2,867) (27,447)

Minority interest (61) (49) 24% (9) (164) (174) (6%) (24) (289)

Net income 4,355 4,397 (1%) 628 9,055 7,989 13% 1,305 16,554
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Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

(in millions, except share data) NOK NOK change USD* NOK NOK change USD* NOK

Income before financial items, 

other items, income taxes and 

minority interest for the segments

E&P Norway 11,668 8,016 46% 1,682 23,273 18,101 29% 3,354 37,855

International E&P 906 538 68% 131 1,620 995 63% 233 1,781

Natural Gas 1,193 1,152 4% 172 4,098 2,973 38% 591 6,005

Manufacturing & Marketing 633 685 (8%) 91 1,492 2,131 (30%) 215 3,555

Other (175) (55) (218%) (25) (213) (104) (105%) (31) (280)

Income before financial items, 

other items, income taxes and 

minority interest for the group 14,225 10,336 38% 2,050 30,270 24,096 26% 4,363 48,916

*Solely for the convenience of the reader, the second quarter and the first half of 2004 have been translated into US dollars at the rate of NOK 6.9380 to USD

1.00, the Federal Reserve noon buying rate in the City of New York on June 30, 2004.

Important events in the second quarter of 2004 were:

• Statoil was awarded four new operatorships in the 18th licensing round on the Norwegian Contintental Shelf (NCS), in addition to shares in five new
production licenses, for a total of nine licenses. Two of these licenses are located in the North Sea, seven in the Norwegian Sea. 

• The cost estimate for development of Snøhvit is expected to increase by NOK 4 to 6 billion. The total estimate for the Snøhvit field is expected to
reach NOK 49.3 to 51.3 billion. Statoil’s interest in the Snøhvit field is 33.53 per cent.

• The acquisition of interest in the two fields In Salah and In Amenas in Algeria was approved by Algerian authorities. In Salah commenced deliveries of
gas on July 18, 2004.

• Statoil and the American energy company Dominion entered into an agreement in June 2004, concerning increased capacity for liquefied natural gas
(LNG) at the Cove Point terminal in Maryland, US with a planned start up in 2008. 

• ICA AB and Statoil entered into a final agreement in May 2004 on Statoil’s acquisition of ICA’s 50 per cent holding in Statoil Detaljhandel Skandinavia
AS (SDS). The transaction was finalized on July 8, 2004 and will affect the accounts as of the third quarter of 2004.

• Statoil launched plans on July 1, 2004 for the building of power plants at Mongstad supplied by natural gas from the Troll field and electricity
generation to the same field, as well as an extension and the building of a power plant at Tjeldbergodden.

• Økokrim issued a penalty notice to Statoil on June 29, 2004 of NOK 20 million regarding a consultancy agreement with Horton Investments Ltd.
Statoil has been informed by the United States Department of Justice that they are conducting a criminal investigation of the Horton matter jointly
with the Office of the United States Attorney for the Southern District of New York. This investigation is in addition to the inquiry initiated by the
United States Securities and Exchange Commission in September 2003.

• The Norwegian State reduced its share in Statoil from 81.3% to 76.3% in July 2004. The sale included sales to both institutional and private
investors.

Financial data

Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

NOK NOK change USD* NOK NOK change USD* NOK

Earnings per share 2.01 2.03 (1%) 0.29 4.18 3.69 13% 0.60 7.64

Weighted average number of 

ordinary shares outstanding 2,166,143,715 2,166,143,714 2,166,143,715 2,166,143,670 2,166,143,693

ROACE (last 12 months) 19.0% 18.2% 19.0% 18.2% 18.7%

ROACE (last 12 months normalized) 11.8% 11.7% 11.8% 11.7% 12.4%

Cash flows provided by 

operating activities (billion) 6.0 0.7 N/A 0.9 26.4 17.7 49% 3.8 30.8

Gross investments (billion) 16.4 5.9 179% 2.4 23.1 11.0 109% 3.3 24.1

Net Debt to Capital employed ratio 23.7% 23.1% 23.7% 23.1% 22.6%
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Operational data

Second quarter First half Full year
2004 2003 change 2004 2003 change 2003

Realized oil price (USD/bbl) 35.6 26.3 36% 33.8 29.2 16% 29.1

NOK/USD average daily exchange rate 6.86 7.01 (2%) 6.88 7.03 (2%) 7.08

Realized oil price (NOK/bbl) 244 184 33% 233 205 13% 206

Gas prices (NOK/scm) 1.02 1.03 (1%) 1.05 1.01 4% 1.02

Refining margin, FCC (USD/boe) [3] 7.8 4.0 95% 6.4 4.9 31% 4.4

Total oil and gas production 

(1000 boe/day) [4] 1,073 966 11% 1,128 1,062 6% 1,080

Total oil and gas liftings 

(1000 boe/day) [5] 1,058 1,005 5% 1,112 1,053 6% 1,071

Production (lifting) cost

(USD/boe, last 12 months) 3.2 3.1 3.2 3.1 3.2

Production (lifting) cost normalized

(USD/boe, last 12 months) [6] 2.8 2.8 2.8 2.8 2.8

The net income in the second quarter of 2004 compared to the corresponding quarter of 2003 is mainly affected by the following factors:

• Increase in oil prices measured in NOK by 33 per cent.
• Lifted oil -and gas volumes increased by 5 per cent.
• Positive effect in 2003 of the repeal of the Removal Grants Act resulting in a net benefit of NOK 0.7 billion after-tax in the second quarter of 2003.
• Negative net financial items in the second quarter of 2004 compared with positive financial items due to significant gains on investments in shares

and bonds in the second quarter of 2003.

Income before financial items, other items, income taxes and minority interest was NOK 14.2 billion in the second quarter of 2004 compared to NOK 10.3

billion in the second quarter of 2003, an increase of 38 per cent. This increase was primarily due to a 5 per cent increase in lifted volumes of oil and gas and a 33 per

cent increase in the oil price measured in NOK. 

In the first half of 2004 Income before financial items, other items, income taxes and minority interest was NOK 30.3 billion, compared to NOK 24.1 billion in the

first half of 2003. The increase was mainly due to a 13 per cent increase in oil prices measured in NOK, 6 per cent increased liftings of oil and gas, 4 per cent

increase in gas prices in NOK, as well as a positive change of NOK 1.1 billion due to changes in the provisions relating to fixed price drilling rig contracts. In the first

half of 2004, a strengthening of the market for rig charters and an increased employment of rented rigs provided a basis for a reversal in the provisions with a

positive effect on results of NOK 0.4 billion, compared to a corresponding negative effect of NOK 0.7 billion in the first half of 2003 related to these charters. 

The gain from the sale of the shares in Verbundnetz Gas (VNG) in the first quarter of 2004 also contributed to an increase of NOK 0.6 billion to the results. Results

were further reduced by NOK 0.5 billion in the first half of 2004 compared to the first half of 2003 as a result of the Navion shipping business no longer being

included after its sale last year. The increase in Income before financial items, other items, income taxes and minority interest in the first half of 2004 compared to

the first half of 2003 was partly offset by increased depreciation, both on the NCS and internationally. Depreciation increased mainly due to increased volumes,

repeal of the Removal Grants Act and new fields coming on stream with relatively higher depreciation per barrel, both on the NCS and internationally.

Total oil and gas liftings in the second quarter of 2004 amounted to 1,058,000 barrels of oil equivalent (boe) compared to 1,005,000 boe per day in the second

quarter of 2003. In the first half of 2004 total oil and gas liftings were 1,112,000 boe per day, compared to 1,053,000 boe per day in the corresponding period of

2003. 

Total oil and gas production in the second quarter of 2004 was 1,073,000 boe per day compared to 966,000 boe per day in the second quarter of 2003. In the

first half of 2004 total oil and gas production was 1,128,000 boe per day, compared to 1,062,000 boe per day in the first half of 2003. 

Net financial items amounted to a cost of NOK 0.1 billion in the second quarter of 2004, compared to an income of NOK 0.4 billion in the second quarter of 2003.

The change of NOK 0.5 billion is mainly due to a gain on securities in the second quarter of 2003. Net financial items in the first half of 2004 were a cost of NOK 1.2

billion, compared to a cost of NOK 0.8 billion in the first half of 2003.

Interest income and other financial income amounted to NOK 0.3 billion in the second quarter of 2004 compared to NOK 0.4 billion in the second quarter of 2003.

For the first half of 2004 and 2003, the corresponding figures were NOK 0.5 billion and NOK 0.8 billion, respectively. Interest income is reduced due to a general

reduction in interest rates in the markets in the second quarter of 2004, compared to the second quarter of 2003.

Interest and other financial expense was reduced from an expense of NOK 384 million to an expense of NOK 33 million in the second quarter of 2004. This is mainly

due to low interest rates on the existing debt portfolio as well as a positive effect of market value adjustments on derivatives. In the first half of 2004 interest and

other financial expense was NOK 0.3 billion, compared to NOK 0.6 billion in the corresponding period of 2003. 

The Central Bank of Norway’s closing rate for NOK/USD was 7.25 on March 31, 2003, 7.26 on June 30, 2003, 6.68 on December 31, 2003, 6.90 on March 31,

2004 and 6.94 on June 30, 2004. These exchange rates have been applied when calculating the foreign exchange denominated balance sheet items included in

Statoil’s financial statements into NOK. 

STATOIL 2ND QUARTER 2004 3



Other items. There are year to date no Other items in 2004. The Norwegian parliament voted in June 2003 to replace grants for costs related to the removal of

installations on the NCS with an ordinary tax deduction for such costs. Previously, removal costs were refunded by the Norwegian state based on a percentage of

the taxes paid over the productive life of the removed installation. As a consequence of the changes in legislation, we charged the receivable of NOK 6.0 billion from

the Norwegian State related to the refund of removal costs to income under Other items in the second quarter of 2003. Furthermore, the resulting deferred tax

benefit of NOK 6.7 billion was recognized. As a result the net effect on net income in the second quarter of 2003 was NOK 0.7 billion. 

Income taxes in the second quarter of 2004 were NOK 9.7 billion, compared to NOK 0.3 billion for the second quarter of 2003, consisting of an income tax liability

of NOK 7.0 billion in the second quarter of 2003, less the positive effect of the repeal of the Removal Grants Act of NOK 6.7 billion. The tax rate for the second

quarter of 2004 was consequently 68.6 per cent compared to a tax rate of 65.0 per cent before the tax effect related to the Removal Grants Act has been

reflected in income taxes in the second quarter of 2003. For the first half of 2004 income taxes were NOK 19.9 billion, with a corresponding tax rate of 68.3 per

cent. In comparison, income taxes in the first half of 2003, adjusted for the effect of the repeal of the Removal Grants Act, were NOK 15.8 billion with a

corresponding tax rate of 67.9 per cent. The increased tax rate is mainly due to the relative increase in income from the NCS, which is being taxed at a marginal tax

rate of 78 per cent. This was partly offset by the net share of financial expenses deductible from revenues on the NCS. 

Return on average capital employed (ROACE) after tax for the 12 months ended June 30, 2004 was 19.0 per cent, compared to 18.7 per cent for the year

2003. This increase was mainly due to improved results due to increased oil prices, increase in lifted volumes, and the gain from the sale of the shares in VNG.

Normalized ROACE (see note 7 on page 8) for the 12 months ended June 30, 2004 was 11.8 per cent, compared to a normalized ROACE of 12.4 per cent for the

year ended December 31, 2003. The normalized ROACE is reduced mainly due to reduced contribution from securities, reduced contribution from the downstream

activities and increased capital employed due to increased investments. ROACE is defined as a non-GAAP financial measure (see note 8 on page 8). 

The table below shows the reconciliations of reported and normalized ROACE. 

Twelve months ended
Calculation of numerator and denominator used in ROACE calculation June 30, December 31,
(in NOK million, except percentages) 2004 2003 2003

Net income for the last 12 months 17,620 15,766 16,554

Minority interests for the last 12 months 279 243 289

After-tax net financial items for the last 12 months (543) (993) (496)

Net income adjusted for minority interests and net financial items after tax (A1) 17,356 15,016 16,347

Adjustment for changes in the Removal Grants Act* 0 (687) (687)

Adjustments made in second quarter 2003-calculations* 0 (144) 0

Numerator adjustments for costs In Salah, In Amenas* 47 0 35

Numerator adjustments for gain on sale of VNG* (446) 0 0

Effect of normalized prices and margins** (8,468) (6,078) (6,998)

Effect of normalized NOK/ USD exchange rate** 1,770 1,549 1,712

Normalized net income (A2) 10,260 9,656 10,410

Calculated average capital employed:***

Average capital employed before adjustments (B1) 92,167 84,167 88,016

Average capital employed (B2) 91,210 82,513 87,361

Denominator adjustments on average capital employed for In Salah, In Amenas**** (4,265) 0 (3,422)

Average capital employed adjusted for In Salah, In Amenas (B3) 86,946 82,513 83,939

Calculated ROACE

Calculated ROACE based on average capital employed before adjustments (A1/B1) 18.8% 17.8% 18.6%

Calculated ROACE based on average capital employed (A1/B2) 19.0% 18.2% 18.7%

Normalized ROACE (A2/B3) 11.8% 11.7% 12.4%

*For a specification of the adjustments see note 2 on page 8.

**For a specification of the normalizing assumptions used see note 2 on page 8. 

***For a reconciliation of capital employed, see table Calculation of capital employed and Net debt to capital employed ratio in the section Net debt to capital

employed below. 

**** The adjustment corresponds to 50 per cent of the investment. The investment was only included in the closing balance of the period, not in the opening

balance, which entails an effect on average capital employed of 50 per cent of this amount.
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Improvement Program. Statoil has specified a set of improvement efforts necessary to reach its target of return on average capital employed in 2004 of 12 per

cent, based on normalized assumptions. To meet this target, Statoil determined that, among other improvements, it would need to reduce certain costs and

increase revenue items by a total of NOK 3.5 billion in 2004, compared to 2001. As at the end of the second quarter of 2004, Statoil had identified annual,

sustainable improvements in both costs and revenues, which it estimated will contribute NOK 3.1 billion toward the NOK 3.5 billion target for 2004. For further

discussion of the improvement program, see Operating Review and Prospects- Use of Non-GAAP Financial Measures.

Cash flows provided by operating activities were NOK 6.0 billion in the second quarter of 2004, compared to NOK 0.7 billion in the second quarter of 2003. The

relatively low cash flow provided by operating activities in the second quarter of both years is mainly due to the semi-annual payment of taxes on April 1. Cash

flows provided by operating activities in the first half of 2004 was NOK 26.4 billion, compared to NOK 17.7 billion in the first half of 2003.

Changes in working capital items in the second quarter of 2003 resulting from the sale of the subsidiary Navion are excluded from Cash flows provided by

operating activities and classified as Proceeds from sale of assets.

The increase in cash flows provided by operating activities of NOK 8.7 billion from the first half of 2003 to the first half of 2004 is mainly due to an increase in cash

flows from underlying operations contributing NOK 3.3 billion, and changes in short-term investments contributing NOK 7.2 billion, where the changes in short-

term investments are related to changes in the allocation of existing liquidity between short-term investments and cash and cash equivalents. This is partly offset

by NOK 1.9 billion reduced cash flow due to changes in working capital items and long-term items (excluding taxes payable, short-term interest bearing debt,

short-term investments and cash) in the first half of 2004 as compared to the first half of 2003.

Cash flows used in investment activities were NOK 15.7 billion in the first half of 2004 compared to NOK 4.6 billion in the first half of 2003. In the second

quarter of 2004, cash flows used in investment activities were NOK 8.7 billion, compared to net NOK 0.5 billion provided by investment activities in the second

quarter of 2003. 

Gross investments, defined as additions to property, plant and equipment (including intangible assets and long-term share investments) and capitalized

exploration spending, were NOK 16.4 billion in the second quarter of 2004, compared to NOK 5.9 billion in the second quarter of 2003. In the first half of 2004

gross investments were NOK 23.1 billion, compared to NOK 11.0 billion in the first half of 2003. 

The difference between cash flows used in investment activities and gross investments in the first half of 2004 is mainly related to the inclusion of NOK 8.5 billion

related to the acquisition of shares in the two fields In Salah and In Amenas, as well as NOK 0.9 billion reduced cash flow to investment due to the divestment of the

shares in VNG in the first quarter of 2004. The acquisition of shares in the two Algerian assets, In Salah and In Amenas has now been approved by Algerian

authorities and the payments made related to these two assets have now been included in gross investments in the second quarter of 2004. The payments of

these two fields were previously included in long-term receivables, of which NOK 6.8 billion was paid in 2003. The sale of VNG reduced total cash flow to

investments, but did not influence the reported gross investments. 

Second quarter First half Full year
Gross investments 2004 2003 2004 2004 2003 2004 2003
(in billions) NOK NOK change USD* NOK NOK change USD* NOK

- E&P Norway 4.9 3.4 42% 0.7 8.1 6.6 22% 1.2 13.1

- International E&P 10.6 1.7 530% 1.5 13.2 3.3 301% 1.9 8.0

- Natural Gas 0.5 0.1 390% 0.1 0.9 0.2 N/A 0.1 0.9

- Manufacturing & Marketing 0.4 0.6 (31%) 0.1 0.6 0.8 (17%) 0.1 1.5

- Other 0.1 0.1 (48%) 0.0 0.2 0.2 (5%) 0.0 0.5

Total gross investment 16.4 5.9 179% 2.4 23.1 11.0 109% 3.3 24.1

The increase in gross investments is mainly related to increased investments in International E&P business areas resulting from the movement of the payments for

the fields In Salah and In Amenas of NOK 8.5 billion from long-term receivables to net property, plant and equipment. The investments in E&P Norway increased by

NOK 1.5 billion due to the number of large development projects in the investment phase. 

Cash flows used in financing activities were NOK 3.2 billion in the second quarter of 2004 compared to NOK 6.1 billion in the second quarter of 2003. In the first

half of 2004 cash flows used in financing activities were NOK 3.5 billion, compared to NOK 8.1 billion in the first half of 2003. The main reason for the reduction in

cash flow used in financing activities is increased new long-term borrowings as well as reduced repayment of long-term debt. The amount reported in the first six

months of 2004 includes a dividend paid to shareholders of NOK 6.4 billion related to the annual accounts in 2003, while the dividend paid to shareholders in the

first half of 2003 was NOK 6.3 billion.

New long-term borrowings as of June 30, 2004 amounted to NOK 4.5 billion compared to NOK 3.4 billion in the first half of 2003. Repayment of long-term debt in

the first half of 2004 was NOK 0.9 billion compared to NOK 2.9 billion in the first half of 2003. 

Cash, cash equivalents and short-term investments were NOK 17.1 billion as of June 30, 2004, compared to NOK 18.2 billion as of June 30, 2003. 

Cash and cash equivalents were NOK 14.6 billion as of June 30, 2004, compared to NOK 12.6 billion as of June 30, 2003. Short-term investments in domestic and

international capital markets amounted to NOK 2.5 billion as of June 30, 2004, compared to NOK 5.6 billion as of June 30, 2003. 
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Working capital (total current assets less current liabilities) was reduced by NOK 10.1 billion from a positive working capital of NOK 6.2 billion at the end of the

second quarter of 2003 to a negative working capital of NOK 4.0 billion at the end of the second quarter of 2004. The change is mainly related to an increase in

short-term debt of NOK 11.0 billion, mainly due to NOK 5.0 billion increase in short-term interest-bearing debt related to changes in the redemption profile of the

long-term debt, and NOK 3.1 billion increase in taxes payable. This is partly offset by an increase in current assets of NOK 0.9 billion. Taking Statoil's established

credit facilities, credit rating and access to capital markets into account, management considers the group’s working capital to be satisfactory. 

Interest-bearing debt. Gross interest-bearing debt was NOK 40.7 billion at the end of the second quarter of 2004 compared to NOK 39.1 billion at the end of the

second quarter of 2003. As of December 31, 2003, gross interest bearing debt was NOK 37.3 billion. Despite new investments, interest-bearing debt has been

maintained at relatively stable level, mainly due to access to liquidity. Statoil makes use of currency swaps in its risk management of interest-bearing debt. As a

result, nearly all of the company’s interest-bearing debt is exposed to fluctuations in the NOK/USD exchange rate.

Net interest-bearing debt (see note 9 on page 8) was NOK 23.4 billion as of June 30, 2004 compared to NOK 19.3 billion as of June 30, 2003. As of December 31,

2003 net interest-bearing debt was NOK 20.9 billion. The increase in net interest bearing debt is mainly related to a reduction in cash, cash equivalents and short-

term investments of NOK 1.1 billion, as well as an increase in short-term interest-bearing debt of NOK 5.0 billion, partly offset by a reduction in long-term

interest-bearing debt of NOK 3.4 billion.

Net debt to capital employed ratio, defined as net interest-bearing debt to capital employed, was 23.7 per cent as of June 30, 2004, compared to 23.1 per cent

as of June 30, 2003. The increase in net debt to capital employed ratio is mainly related to an increase in net interest-bearing debt, partly offset by an increase in

capital employed of NOK 15 billion.

In the calculation of net interest bearing debt, Statoil makes certain adjustments, which make net interest-bearing debt and net debt to capital employed ratio non-

GAAP financial measures. The table below therefore displays the calculations of net interest-bearing debt and the net debt to capital employed ratio, as well as the

calculation of capital employed used in the calculation of ROACE. For an explanation of the ratio see Use of Non-GAAP financial measures, below. 

Calculation of capital employed and net debt to capital employed ratio June 30, June 30, December 31,
(in millions) 2004 2003 2003

Total shareholders equity 73,847 62,887 70,174

Minority interests 1,480 1,508 1,483

Total equity and minority interests (A) 75,327 64,395 71,657

Short-term debt 6,572 1,557 4,287

Long-term debt 34,175 37,550 32,991

Gross interest-bearing debt 40,747 39,107 37,278

Cash and cash equivalents (14,560) (12,557) (7,316)

Short-term investments (2,509) (5,615) (9,314)

Cash and cash equivalents and short-term investments (17,069) (18,172) (16,630)

Net debt before adjustments (B1) 23,678 20,935 20,648

Other interest-bearing elements** 2,119 0 1,758

Adjustment for project loan* (2,402) (1,631) (1,500)

Net interest-bearing debt (B2) 23,395 19,304 20,906

Calculation of capital employed

Capital employed before adjustments to net interest bearing debt (A+B1) 99,005 85,330 92,305

Capital employed (A+B2) 98,722 83,699 92,563

Calculated net debt to capital employed

Net debt to capital employed before adjustments (B1/(B1+A)) 23.9% 24.5% 22.4%

Net debt to capital employed (B2/(B2+A)) 23.7% 23.1% 22.6%

* Adjustment for intra-company project financing through an external bank.

**Adjustment for deposits received for financial derivatives (collateral). This is classified as liquid assets on the balance sheet, but the item is interest-bearing and is

therefore not excluded from the gross interest-bearing debt in our calculation of net interest-bearing debt. 
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Exploration expenditure (including capitalized exploration expenditure) was NOK 0.7 billion in the second quarter of 2004, which is in line with the second

quarter of 2003. A total of four exploration and appraisal wells were completed during the second quarter of 2004, three on the NCS and one internationally. In the

first half of 2004 a total of seven exploration and appraisal wells were completed, five on the NCS and two internationally. Five of these wells resulted in

discoveries. In the first half of 2004, exploration expenditure was NOK 1.1 billion, which is in line with the first half of 2003. 

Exploration expenditure reflects the period's exploration activities. Exploration expenses for the period consist of exploration expenditure adjusted for the

period's change in capitalized exploration expenditure. In the second quarter of 2004 there was only a minor amount of previously capitalized exploration activity

expensed, while NOK 0.2 billion was capitalized for the current period’s activity. In the second quarter of 2004 exploration expenses consequently amounted to

NOK 0.4 billion, compared to NOK 0.5 billion in the second quarter of 2003. Exploration expenses for the first half of 2004 amounted to NOK 0.7 billion, compared

to NOK 1.0 billion for the first half of 2003. 

The table below reconciles the period’s exploration expenditure to exploration expenses.

Second quarter First half Full year
Exploration 2004 2003 2004 2004 2003 2004 2003
(in millions) NOK NOK change USD* NOK NOK change USD* NOK

Exploration expenditure (activity) 652 671 (3%) 94 1,132 1,054 7% 163 2,445

Expensed, previously capitalized 

exploration expenditure 26 0 N/A 4 28 171 (84%) 4 256

Capitalized share of current 

period's exploration activity (248) (194) (28%) (36) (440) (274) (61%) (63) (331)

Exploration expenses 430 477 (10%) 62 720 951 (24%) 104 2,370

Production cost per boe was USD 3.2 per boe for the 12 months ended June 30, 2004, compared to USD 3.1 per boe for the 12 months ended June 30, 2003.

Correspondingly, the production costs in NOK were NOK 22.2 per boe for the 12 months ended June 30, 2004, compared to NOK 22.6 per boe for the 12 months

ended June 30, 2003. Normalized at a NOK/USD exchange rate of 8.20, the production cost for the 12 months ended June 30, 2004 was USD 2.8 per boe, which

is in line with the normalized production cost per boe for the 12 months ended June 30, 2003. The table below reconciles the calculated production cost (based on

lifted volumes) per boe and the normalized production cost per boe.

June 30, June 30, December 31,
Production cost per boe 2004 2003 2003

Total production costs last 12 months (in NOK million) 8,956 8,696 8,747

Lifted volumes last 12 months (mill.boe) 403 387 391

Average NOK/USD exchange rate last 12 months 7.01 7.23 7.08

Production cost per boe 3.2 3.1 3.2

Normalization of production cost per boe

Total production costs last 12 months (in NOK million) 8,956 8,696 8,747

Production costs last 12 months E&P Norway (in NOK million) 7,955 7,805 7,865

Normalized exchange rate (NOK/USD) 8.20 8.20 8.20

Production costs last 12 months E&P Norway normalized at NOK/USD 8.20 970 952 959

Production costs last 12 months International E&P (in USD million) 144 123 125

Total production costs last 12 months in USD million (normalized) 1,114 1,075 1,084

Lifted volumes last 12 months (mill.boe) 403 387 391

Production cost per boe normalized at NOK/USD 8,20 * 2.8 2.8 2.8

*By normalization it is assumed that production costs in International E&P are incurred in USD. Only costs incurred in E&P Norway are normalized at 8.20.

Health, safety and the environment. One contractor employee died on May 4, 2004 after an accident on board a barge during the installation of one of the

jackets to one of the gas platforms on the South Pars field outside Iran. The accident has been investigated in order to map the reasons for the accident, and

improvement measures have been implemented. 

The total recordable injury frequency (the number of recordable injuries including both Statoil personnel and contractors per million working hours) was 5.7 in the

second quarter of 2004, compared to 5.2 in the second quarter of 2003. For the first half of 2004 the total recordable injury frequency was 5.8, which is

unchanged from the first half of 2003. 
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The serious incident frequency (the number of undesirable events with a high loss potential per million working hours) was 2.7 in the second quarter of 2004

compared to 3.1 in the second quarter of 2003. For the first half of 2004 the serious incident frequency was 3.3, which is unchanged from the corresponding

period of 2003. 

The number of unintentional oil spills in the second quarter of 2004 was 122, compared to 118 in the second quarter of 2003. The volume from unintentional oil

spills was 72 scm in the second quarter of  2004 compared to 225 scm in the second quarter of 2003. In the first six months of 2004 the number of oil spills is 256

compared to 243 in the corresponding period of 2003, while the volume from unintentional oil spills in the first six months of 2004 is 142 scm compared to 236

scm in the corresponding period of 2003. Statoil is working to further strengthen the company’s HSE-results by means of a number of measures.

Horton matter. In June 2002, Statoil entered into an agreement with Horton Investments Ltd., a Turks & Caicos Islands company, for consultancy services in Iran.

The consultancy agreement provided for the payment of USD 15.2 million for consultancy services to be rendered over the 11-year term of the contract. Two

payments totaling USD 5.2 million were made under the contract before the payments were stopped as a result of the internal review. The contract was terminated

in September 2003. After the announcement of the Økokrim investigation discussed below, Statoil’s Chairman, Leif Terje Løddesol, Chief Executive, Olav Fjell and

Executive Vice President of International Exploration and Production, Richard Hubbard, resigned from the Company.

The Norwegian National Authority for Investigation and Prosecution of Economic and Environmental Crime (Økokrim) has conducted an investigation concerning

the Horton agreement. On June 29, 2004, Økokrim informed Statoil that it had concluded that Statoil violated section 276c of the Norwegian Penal Code, which

became effective in July, 2003 and prohibits conferring on or offering to a middleman an improper advantage in return for exercising his influence with a decision-

maker, and issued a penalty notice, which, if accepted by Statoil, would impose a penalty on Statoil of NOK 20 million. Statoil has been given until October 18, 2004

to decide whether to accept the penalty notice. Økokrim also informed Statoil that it issued a penalty notice to former Statoil executive vice president Richard

Hubbard on the same legal basis, seeking to impose a penalty of NOK 200,000.

On June 17, 2004, Statoil’s board received a report from Norwegian attorney Erik Keiserud, who had conducted at the board’s request an independent review and

legal assessment of matters arising under the Norwegian Penal Code and Statoil’s internal policies in connection with the Horton consultancy agreement. The report

stated that the actual contractual counterparty was Mehdi Hashemi Rafsanjani, son of Iran’s former president. The report reached the conclusion that there is no basis

for finding Statoil, as a company, or any individual in Statoil, criminally liable under the Norwegian Penal Code in connection with the consultancy contract. The report

concluded further that the Horton agreement did not comply with Statoil’s internal ethical rules and did not show due consideration to Statoil’s internal rules of

procurement. The report has been provided to Økokrim, the U.S. authorities referred to below and the Iranian authorities, and has been made public in its entirety. 

On June 17, 2004, Statoil’s board also received the results of a review conducted by auditing firm Deloitte & Touche and law firms Sørlie Wilhelmsen and Simonsen

Føyen of the rest of Statoil's portfolio of international consultancy arrangements. Within the scope of its investigation, the review did not find that Statoil, directly

or indirectly, had offered bribes or otherwise exerted improper influence, or attempted to engage in such conduct, in its attempts to obtain or retain business

outside Norway. 

The SEC is also conducting an inquiry into the Horton consultancy arrangement to determine if there have been any violations of U.S. federal securities laws,

including the Foreign Corrupt Practices Act. We are continuing to provide information to the SEC in order to assist the SEC with its ongoing review. Statoil has also

been informed by the U.S. Department of Justice that they are conducting a criminal investigation jointly with the Office of the United States Attorney for the

Southern District of New York.

Iranian authorities have been carrying out inquiries into the matter. In April 2004 the Iranian Consultative Assembly approved an official probe into allegations of

corruption in connection with the Horton matter with Iran. The probe was finalized for the parliamentary session at the end of May. It was reported in the

international press that at such time no evidence of wrongdoing by the subjects of the probe in Iran had been revealed by the probe.

Notes 

(1) After-tax return on average capital employed for the last 12 months is calculated as net income before minority interest and after-tax net financial items,

divided by the average of opening and closing balances of net interest-bearing debt, shareholders’ equity and minority interest. See table under Return on

average capital employed for a reconciliation of the numerator. See table under Net debt to capital ratio for a reconciliation of capital employed.

(2) For purposes of measuring our performance against our 2004 ROACE target, we are assuming an average realized oil price of USD 16 per barrel, natural gas price

of NOK 0.70 per scm, refining margin of USD 3.0 per barrel, Borealis margin of EUR 150 per tonne, and a NOK/USD exchange rate of 8.20. All prices and margins

are adjusted for inflation from 2000. ROACE is normalized in order to exclude factors that Statoil can not influence from its performance targets. Consequently,

adjustments are also made to the normalized ROACE calculation in order to exclude factors that are not viewed as part of recurring business. Adjustments for the

12 months ended June 30, 2004 consist of the gain from the sale of the shares in VNG of NOK 0.6 billion before tax (NOK 0.4 billion after tax). The target is

based on organic development and therefore the effects of the acquisition of the Algerian assets, In Salah and In Amenas are also excluded. Adjustments made to

the ROACE calculation for the 12 months ended December 31, 2003 consisted of the positive effect related to the repeal of Norway’s Removal Grants Act and

the 2003 effects of the acquisition interest in the In Salah and In Amenas fields. Adjustments made in ROACE for the twelve months ended June 30, 2003

consisted of the sale of the exploration and operations activity on the Danish continental shelf in the third quarter of 2002 (profit NOK 1.0 billion before tax and

NOK 0.7 billion after tax), as well as the write-down of the LL652 field in Venezuela in the fourth quarter of 2002, and the positive effect related to the repeal of

Norway’s Removal Grants Act of NOK 0.7 billion after tax. For reconciliation, see table following Return on average capital employed.

(3) FCC: fluid catalytic cracking.

(4) Oil volumes include condensate and NGL, exclusive of royalty oil.

(5) Lifting equals sales of oil for E&P Norway and International E&P. Deviations from share of total lifted volumes from the field compared to the share in the field,

production, are due to periodic over- or underliftings.

(6) For normalization of the production cost see table following Production cost.

(7) For a specification of normalizing assumptions, see footnote 2. 

(8) For the definition of non-GAAP financial measures and an explanation of the use of ROACE, see Use of Non-GAAP financial measures below.

(9) Net interest-bearing debt is long-term interest-bearing debt and short-term interest-bearing debt reduced by cash, cash equivalents and short-term

investments. In the first and the third quarter net interest-bearing debt is normalized by excluding 50 per cent of the cash build-up related to tax payments

due on April 1 and October 1. 
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E&P Norway

Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

(in millions) NOK NOK change USD* NOK NOK change USD* NOK

USGAAP income statement

Total revenues 17,039 13,560 26% 2,456 34,259 30,254 13% 4,938 62,494

Operating, general and 

administrative expenses 2,367 2,514 (6%) 341 4,796 6,007 (20%) 691 11,305

Depreciation, depletion 

and amortization 2,855 2,797 2% 412 5,894 5,611 5% 850 11,969

Exploration expenses 149 233 (36%) 21 296 535 (45%) 43 1,365

Total expenses 5,371 5,544 (3%) 774 10,986 12,153 (10%) 1,583 24,639

Income before financial items, 

other items, income taxes 

and minority interest 11,668 8,016 46% 1,682 23,273 18,101 29% 3,354 37,855

Operational data

Realized oil price (USD/bbl) 35.6 26.3 36% 33.8 29.2 16% 29.1

Liftings:

Oil (1000 bbl/day) 622 661 (6%) 639 647 (1%) 652

Natural gas (1000 boe/day) 340 244 39% 375 321 17% 331

Total oil and natural gas liftings 

(1000 boe/day) 962 905 6% 1,014 967 5% 982

Production:

Oil (1000 bbl/day) 633 630 1% 655 657 0% 661

Natural gas (1000 boe/day) 340 244 39% 375 321 17% 331

Total oil and natural gas production 

(1000 boe/day) 973 874 11% 1,029 978 5% 991

Income before financial items, other items, income taxes and minority interest for E&P Norway was NOK 11.7 billion in the second quarter of 2004 compared

to NOK 8.0 billion in the second quarter of 2003. The increase is primarily due to a 33 per cent increase in oil prices measured in NOK which contributes NOK 3.6

billion, as well as a 39 per cent increase in natural gas sales contributing NOK 0.2 billion. An increase of NOK 0.1 billion was due to the reversal of previous provisions

for estimated losses on long-term drilling rig charters, and an additional NOK 0.1 billion was the result of reduced exploration expense. This is partly offset by NOK

0.1 billion increased depreciation, and interest expense on future removal obligations of NOK 0.1 billion due to the repeal of the Removal Grants Act. 

In the first half of 2004 income before financial items, other items, income taxes and minority interest was NOK 23.3 billion, compared to NOK 18.1 billion in the

first half of 2003. The change is mainly due to a 13 per cent increase in oil prices measured in NOK contributing NOK 3.6 billion, 5 per cent increased lifting of oil and

natural gas contributing NOK 0.8 billion, a positive effect of NOK 1.1 billion related to changes in the provision for losses on long-term drilling rig charters, and NOK

0.2 billion in reduced exploration expenses. This is partly offset by NOK 0.3 billion increased depreciation, which is due to increased liftings, new fields coming on

stream and the repeal of Norway’s Removal Grants Act, which increased depreciation related to removal. 

In the second quarter of 2004, the provisions for estimated losses on the long-term rig charters were reduced by NOK 0.2 billion, of which NOK 0.1 billion was due

to improved use of Borgland Dolphin in the Tampen area in 2005. There were no changes in rig provisions in the second quarter of 2003. The market for drilling rigs

has changed from a situation with overcapacity and low market rates in 2003  to a situation in 2004 in which higher market rates are expected. This is the main

reason for change in provisions in the second quarter of 2004. At the end of the second quarter of 2004, the remaining provision for estimated losses on the long-

term drilling rig charters amounted to NOK 810 million.

As part of the improvement program E&P Norway has targeted realizing cost reductions and revenue improvements of NOK 1.2 billion in 2004 compared with

2001. At the end of the second quarter of 2004, E&P Norway has implemented measures, which it estimates will give yearly improvements for fiscal years from

2004 (as compared with 2001) of NOK 1.0 billion.
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Average daily lifting of oil was 622,000 barrels (bbl) per day in the second quarter of 2004 compared to 661,000 bbl per day in the second quarter of 2003,

while average daily production of oil was 633,000 bbl per day in the second quarter of 2004, compared to 630,000 per day in the second quarter of 2003. At the

end of the second quarter of 2004 this implied a net underlift situation of approximately 11,000 boe per day as a result of production outpacing lifting. In the first

half of 2004 average daily lifting of oil was 639,000 boe per day compared to 647,000 boe per day in the first half of 2003. Average daily oil production in the first

half of 2004 was 655,000 boe per day compared to 657,000 boe per day in the first half of 2003. 

Production in the second quarter of 2003 and second quarter of 2004 was approximately at the same level. Production was reduced from fields, including, among

others Statfjord, Sleipner Øst and Norne which have passed plateau level, while there have been strikes on Snorre and Visund. Additionally, Norne and Glitne have

experienced technical problems and there has been a previously scheduled turnaround on Statfjord. This reduction is offset mainly due to the fact that new fields,

including Mikkel, Fram Vest and Vigdis Extension, started production after the second quarter of 2003, as well as by good production from Gullfaks. Regularity of

production was also high in the first half of 2004, at 91.7 per cent. 

Average daily gas production was 340,000 boe per day in the second quarter of 2004 compared to 244,000 boe per day in the second quarter of 2003, an

increase of 39 per cent. In the first half of 2004 average daily gas production was 375,000 boe per day compared to 321,000 boe per day in the first half of 2003.

Natural gas sales are high in the first half of 2004 mainly due to agreements being made with existing customers on high off-take early in the year. The reason for

doing this is to reduce the pressure on Statoil’s obligations due to the extensive maintenance program on installations on the NCS during the third quarter of 2004,

which consequently will reduce, the availability of gas from the NCS. 

Exploration expenditure (including capitalized exploration expenditure) amounted to NOK 0.4 billion in the second quarter of 2004, compared to NOK 0.3 billion

in the second quarter of 2003. In the first half of 2004, exploration expenditure was NOK 0.5 billion, which is in line with the first half of 2003. 

Exploration expense was NOK 0.1 billion in the second quarter of 2004, compared to NOK 0.2 billion in the second quarter of 2003. Exploration expense for the

first half of 2004 was NOK 0.3 billion compared to NOK 0.5 billion in the first half of 2003. 

There was no write-off of prior period’s capitalized exploration expenditure neither in the second quarter of 2004 or in the second quarter of 2003. The main

reason for reduction in exploration expense from the first half of 2003 to the first half of 2004 is a write-off of prior period’s exploration expenditure of NOK 0.2

billion in the first half of 2003.

Three exploration and appraisal wells were completed in the second quarter of 2004, compared to two in the second quarter of 2003. Discoveries were made in

the Linerle prospect (PL 128), Alve (PL 159) and West Cable in PL 001B/PL 242. At the end of the second quarter of 2004, Statoil was participating in drilling on

the PL 255 Onyx prospect, while PL 050/120 Topas (Gullfaks/Visund) has a planned halt in drilling. Restart of the drilling of Topas is planned for mid August. Statoil

is planning to participate in a total of nine exploration and appraisal wells to be completed on the NCS in 2004. 

In the 18th licensing round on the NCS on June 8, 2004 Statoil was awarded shares in nine new licenses, of which four were operatorships in the Norwegian Sea.

Three of the five partner-operated licenses are located in the Norwegian Sea and two in the North Sea. Statoil is satisfied with the award.

A preliminary evaluation of progress and economy on the Snøhvit project shows that the investment estimate of Snøhvit is expected to increase by NOK 4 to 6

billion, and that start-up of ordinary deliveries of gas may be delayed by six to twelve months. During the autumn of 2004, a review of costs and progress will be

carried out. Statoil’s share in the Snøhvit field is 33.53 per cent.

Statoil entered into an agreement with Total in the second quarter of 2004 concerning an exchange of shares, which gives Total a share in the Mikkel field of 7.65

per cent and 3 per cent in the Kristin field, in exchange for a share of 10 per cent in the Tune field from Total to Statoil. The transaction will have economic effect

from January 1, 2004, subject to approval by the Norwegian authorities.

The plan for development and operation (PDO) for Norne Satellites was submitted on May 5, 2004, and approved by the Norwegian Ministry of Petroleum and

Energy.
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International E&P

Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

(in millions) NOK NOK change USD* NOK NOK change USD* NOK

USGAAP income statement

Total revenues 2,132 1,660 28% 307 4,010 3,110 29% 578 6,615

Operating, general and 

administrative expenses 501 471 6% 72 1,045 960 9% 151 2,045

Depreciation, depletion and 

amortization 444 407 9% 64 921 739 25% 133 1,784

Exploration expenses 281 244 15% 41 424 416 2% 61 1,005

Total expenses 1,226 1,122 9% 177 2,390 2,115 13% 344 4,834

Income before financial items, 

other items, income taxes and 

minority interest 906 538 68% 131 1,620 995 63% 233 1,781

Operational data

Realized oil price (USD/bbl) 34.2 25.9 32% 32.6 27.5 18% 27.6

Liftings:

Oil (1000 bbl/day) 94 97 (3%) 96 83 16% 86

Natural gas (1000 boe/day) 2 3 (23%) 2 3 (7%) 3

Total oil and natural gas liftings 

(1000 boe/day) 97 100 (4%) 98 85 15% 88

Production:

Oil (1000 bbl/day) 97 89 9% 96 82 18% 87

Natural gas (1000 boe/day) 2 3 (23%) 2 3 (7%) 3

Total oil and natural gas production 

(1000 boe/day) 99 92 8% 99 84 17% 89

Income before financial items, other items, income taxes and minority interest for International E&P was NOK 0.9 billion in the second quarter of 2004

compared to NOK 0.5 billion in the corresponding period of last year. The increase from the second quarter of 2003 to the second quarter of 2004 is mainly due to

29 per cent increase in realized oil prices for International E&P measured in NOK, contributing NOK 0.5 billion. This is partly offset by a 4 per cent decrease in lifting,

and minor increases in depreciation, exploration expense, and operating, general and administrative expenses. 

Income before financial items, other items, income taxes and minority interest in the first half of 2004 was NOK 1.6 billion compared to NOK 1.0 billion in the

corresponding period of 2003. The increase is mainly related to a 16 per cent increase in realized oil price for International E&P measured in NOK, contributing

positively by NOK 0.7 billion, as well as a 15 per cent increase in liftings contributing NOK 0.5 billion. This is partly offset by a NOK 0.1 billion increase in operating,

general administrative expenses, a NOK 0.2 billion increase in depreciation, mainly due to increased liftings and new fields coming on stream in the second half of

2003.

As part of the improvement program International E&P has targeted realizing cost reductions and revenue improvements of NOK 0.85 billion in 2004 compared

with 2001. At the end of the second quarter of 2004, International E&P has implemented measures, which it estimates will give yearly improvements for fiscal

years from 2004 (as compared with 2001) of NOK 0.6 billion.

Average daily lifting of oil is reduced from 97,000 bbl per day in the second quarter of 2003 to 94,000 bbl per day in the second quarter of 2004. In the first half

of 2004 average daily lifting of oil increased to 96,000 bbl per day, compared to 83,000 bbl per day in the first half of 2003. Average daily production of oil

increased from 89,000 bbl per day in the second quarter of 2003 to 97,000 bbl per day in the second quarter of 2004. The average daily oil production in the first

half of 2004 was 96,000 bbl per day, compared to 82,000 bbl per day in the first half of 2003. 
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The increase in oil production from the second quarter of 2003 to the second quarter of 2004 is mainly related to two new fields in Angola, Jasmim and Xikomba,

which contributed 12,600 boe per day in the second quarter of 2004 compared to the second quarter of 2003. These fields started production in November

2003. This is partly offset by reduced production from the Alba-field by 5,000 boe per day in the second quarter of 2004 compared to the second quarter of

2003.

Average daily gas production was somewhat above 2 000 boe per day in the second quarter of 2004 compared to approximately 3 000 boe per day in the

second quarter of 2003. For the first six months 2004 average daily gas production was somewhat above 2 000 boe per day, which is in line with the

corresponding period of last year. The total gas volumes are produced at the Jupiter field in the UK.

Exploration expenditure (including capitalized exploration expenditure) was NOK 0.3 billion in the second quarter of 2004, which is in line with the second

quarter of 2003. Exploration expenditure for the first half of 2004 was also in line with the first half of 2003, amounting to NOK 0.6 billion. Exploration expenses

were NOK 0.3 billion in the second quarter of 2004 compared to NOK 0.2 billion in the corresponding period of 2003. Exploration expenses were NOK 0.4 billion in

the first half of 2004, which is in line with the first half of 2003.

During the second quarter of 2004 one exploration and appraisal well was completed internationally. The well Acacia 2 in block 17 in Angola was started at the

end of the first quarter of 2004 and resulted in a discovery. The Tiger well in the Gulf of Mexico is awaiting final evaluation. In the first half of 2004 two wells have

been completed internationally, and both resulted in discoveries. The well Venus in the first quarter of 2004 resulted in discovery. Statoil is planning to participate

in the drilling of a total of nine exploration and appraisal wells in 2004 internationally. 

The acquisition of interests in the gas fields In Salah and In Amenas fields was recently approved by Algerian authorities and the investments have been moved

from long-term prepayments to net property, plant and equipment in the balance sheet. In Salah commenced deliveries of natural gas on July 18, 2004. Total

annual production is expected to be 9 bcm and Statoil’s share in the field is 31.85 per cent.
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Natural Gas

Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

(in millions) NOK NOK change USD* NOK NOK change USD* NOK

USGAAP income statement

Total revenues 7,201 5,208 38% 1,038 16,316 12,104 35% 2,352 25,452

Cost of goods sold 4,173 2,541 64% 601 8,564 5,969 43% 1,234 12,932

Operating, selling and 

administrative expenses 1,680 1,376 22% 242 3,341 2,860 17% 482 5,896

Depreciation, depletion and 

amortization 155 139 12% 22 313 302 4% 45 619

Total expenses 6,008 4,056 48% 866 12,218 9,131 34% 1,761 19,447

Income before financial items, 

other items, income taxes and 

minority interest 1,193 1,152 4% 172 4,098 2,973 38% 591 6,005

Operational data

Natural gas sales (bcm) 5.6 4.0 40% 11.9 9.9 20% 20.8

Natural gas price (NOK / Sm3) 1.02 1.03 (1%) 1.05 1.01 4% 1.02

Transfer price natural gas (NOK / Sm3) 0.65 0.62 5% 0.63 0.59 7% 0.59

Regularity at delivery point (%) 100% 99% 1% 100% 100% 0% 100%

Income before financial items, other items, income taxes and minority interest for Natural Gas was NOK 1.2 billion in the second quarter of 2004, which is in

line with the second quarter of 2003. Increased revenues due to increased volumes is offset by increased cost of goods and transportation costs. Income before

financial items, other items, income taxes and minority interest for the first half of 2004 was NOK 4.1 billion, compared to NOK 3.0 billion in the first half of 2003.

The increase is mainly due to increased volumes and increased gas prices, as well as the gain from the sale of the shares in Verbundnetz Gas (VNG) in the first

quarter of 2004 of NOK 0.6 billion before tax.

Gas sales for the second quarter of 2004 were 5.6 billion standard cubic meters (bcm) compared to 4.0 bcm in the second quarter of 2003, an increase of 40 per

cent. Of the total gas sales, Statoil produced 4.9 bcm in the second quarter of 2004. In the first half of 2004, natural gas sales were 11.9 bcm compared to 9.9 bcm

in the first half of 2003. Of the total gas sales in the first half of 2004, Statoil produced 10.8 bcm. These volumes exclude sold third-party LNG volumes in the US.

The revenues from the LNG sales contributed NOK 0.8 billion to revenues in the first half of 2004.

Average gas prices in the second quarter of 2004 were NOK 1.02 per scm compared to NOK 1.03 per scm in the second quarter of 2003. The reduction in price is

related to reduced prices on oil products, to which many gas sales contracts are indexed, but this is however to a large extent offset by the weakening of the NOK

versus the EUR and the GBP.  Gas volumes sold were higher in the second quarter of 2004 than in the second quarter of 2003 primarily due to a higher off-take

from existing customers. Cost of goods sold increased by 64 per cent, mainly due to higher volumes of both Statoil produced volumes and external volumes, as well

as higher transfer price for gas. The gas price was 4 per cent higher in the first half of 2004 compared to the first half of 2003, and the transfer price for gas from

E&P Norway was 7 per cent higher in the first half of 2004 compared to the first half of 2003. Additionally, purchase of third-party LNG volumes for deliveries to

the US started in the third quarter of 2003, and contributed NOK 0.7 billion to increased cost of goods sold in the first half of 2004.

As part of the improvement program, Natural Gas has targeted realizing cost reductions and revenue improvements of NOK 0.5 billion in 2004 compared with

2001. At the end of the second quarter of 2004, Natural Gas has implemented measures, which it estimates will give yearly improvements for fiscal years from

2004 (as compared with 2001) of NOK 0.5 billion.

A new gas sales contract with Centrica was signed in May 2004. The agreement covers deliveries of 1 bcm from Statoil and SDFI for one year starting October 1,

2004. Statoil’s share of the deliveries is approximately 45 per cent.

Statoil entered into an agreement with the US-based energy company Dominion in June 2004 regarding increased capacity for liquefied natural gas (LNG) at
the Cove Point terminal in the US. The agreement involves annual terminal capacity for approximately 7.7 bcm gas over a twenty-year period with planned start-

up in 2008, and has been entered into subject to the approval by US authorities. 
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Manufacturing & Marketing

Second quarter First half Full year
2004 2003 2004 2004 2003 2004 2003

(in millions) NOK NOK change USD* NOK NOK change USD* NOK

USGAAP income statement

Total revenues 62,825 48,362 30% 9,055 119,612 107,118 12% 17,240 218,642

Cost of goods sold 58,748 44,095 33% 8,468 111,078 97,294 14% 16,010 200,453

Operating, selling and 

administrative expenses 3,093 3,242 (5%) 446 6,344 6,956 (9%) 914 13,215

Depreciation, depletion and 

amortization 351 340 3% 51 698 737 (5%) 101 1,419

Total expenses 62,192 47,677 30% 8,964 118,120 104,987 13% 17,025 215,087

Income before financial items, 

other items, income taxes and 

minority interest 633 685 (8%) 91 1,492 2,131 (30%) 215 3,555

Operational data

FCC margin (USD/bbl) 7.8 4.0 95% 6.4 4.9 31% 4.4

Contract price methanol (EUR/ton) 200 260 (23%) 195 244 (20%) 226

Petrochemical margin (EUR/ton) 121 159 (24%) 131 129 2% 119

Income before financial items, other items, income taxes and minority interest for Manufacturing & Marketing in the second quarter of 2004 was NOK 0.6

billion compared to NOK 0.7 billion in the second quarter of 2003. In the first half of 2004 income before financial items, other items, income taxes and minority

interest was NOK 1.5 billion compared to NOK 2.1 billion in the first half of 2003. Income before financial items, other items, income taxes and minority interests in

the first half of 2003 included a contribution from Navion of NOK 0.5 billion. Navion was sold to Teekay, effective April 7, 2003. 

As part of the improvement program Manufacturing and Marketing has targeted realizing cost reductions and revenue improvements of NOK 0.95 billion in 2004

compared with 2001. At the end of the second quarter of 2004, Manufacturing and Marketing has implemented measures, which it estimates will give yearly

improvements for fiscal years from 2004 (as compared with 2001) of NOK 0.95 billion.

In oil trading income before financial items, other items, income taxes and minority interest in the second quarter of 2004 was NOK 0.3 billion, compared to NOK

0.2 billion in the second quarter of 2003. The change is mainly due to change in unrealized gains and losses on derivatives. In the first half of 2004 income before

financial items, other items, income taxes and minority interest was NOK 0.5 billion compared to NOK 0.7 billion in the first half of 2003. 

Income before financial items, other items, income taxes and minority interest from manufacturing in the second quarter of 2004 was NOK 0.1 billion, compared

to NOK 0.2 billion in the second quarter of 2003. In the second quarter of 2004 the average refining margin, the FCC margin, was USD 7.8 per barrel compared to

USD 4.0 per barrel in the second quarter of 2003. The average contract price of methanol was EUR 200 per tonne in the second quarter of 2004 compared to EUR

260 per tonne in the second quarter of 2003. The increase in the FCC margin was partly offset by the strengthening of the NOK versus the USD, while the

reduction in the contract price for methanol was partly offset by the weakening of the NOK versus the EUR from the second quarter of 2003 to the second quarter

of 2004. 

Income before financial items, other items, income taxes and minority interest was in the second quarter of 2004 negatively affected by planned maintenance at

the Mongstad refinery, the refinery in Kalundborg and the methanol plant at Tjeldbergodden in parts of the second quarter, which resulted in a reduction in

processed volumes. The throughput at Mongstad was reduced by 34 per cent due to a turnaround in the second quarter of 2004 compared to the second quarter

of 2003. Some of the refinery production was hedged at margins that are lower than the refinery margins in today’s market. At Mongstad, problems with the

desulphurization plant arose after start-up, and the plant had to be partly shut down. The third quarter of 2004 will be negatively affected by a fire at the crude oil

plant at Mongstad on July 12, 2004. The plant started production on July 25, 2004 and is running as normal. Statoil continued deliveries to its customers by using

existing stocks. In the first half of 2004 income before financial items, other items, income taxes and minority interest was NOK 0.5 billion, compared to NOK 0.7

billion in the first half of 2003.

On July 1, 2004, Statoil presented preliminary plans for the construction of a power plant at Mongstad supplied by natural gas from the Troll field and production of

electricity from the same field. At the same time, Statoil presented a preliminary plan for expansion of methanol plant and the construction of a gas power plant at

Tjeldbergodden. Statoil’s plans include the participation of external partners.

14 STATOIL 2ND QUARTER 2004



In marketing income before financial items, other items, income taxes and minority interest was NOK 0.1 billion in the second quarter of 2004, compared to NOK

0.2 billion in the second quarter of 2003. Income before financial items, other items, income taxes and minority interest in the first half of 2004 was NOK 0.1 billion

compared to NOK 0.3 billion in the first half of 2003. Also the second quarter of 2004 was characterized by low margins within retail in Denmark due to maintained

pricing competition. Both Ireland and Poland showed weak results due to pricing competition and low prices. Sweden and the Baltic countries have however

improved their results.

Statoil entered into a final agreement with ICA AB in May 2004 regarding the acquisition of ICA’s 50 per cent interest in Statoil Detaljhandel Skandinavia AS (SDS).

The European Union competition authorities approved the agreement on July 1, 2004, and take-over and payment took place on July 8, 2004. Statoil and ICA have

owned 50 per cent each in the company since 1999. SDS operates nearly 1,400 full-service Statoil stations in Scandinavia and has also almost 80 automated

outlets under the 1-2-3 brand, of which approximately 400 are owned by dealers. The company holds a leading position in its area of the Scandinavian retail sector,

with an average of market share of 23 per cent. Statoil now owns and operates 100 per cent of the business, which will be consolidated in the group’s accounts as

of the third quarter of 2004. Statoil also acquired 30 Haahrs service stations in Denmark in June 2004.

Statoil’s share of Borealis’ income in the second quarter of 2004 was NOK 0.1 billion, compared to a small profit in the second quarter of 2003. The average margin

was reduced from EUR 159 per tonne in the second quarter of 2003 to EUR 121 per tonne in the second quarter of 2004. This effect is partly offset by the

development in the NOK/EUR exchange rate. The income was however better than last year, mainly due to 13 per cent increased volumes. For the first half of 2004

income was NOK 0.3 billion compared to a negative amount of NOK 0.1 billion in the first six months of 2003.
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Use of Non-GAAP Financial Measures

Statoil is subject to SEC regulations regarding the use of “Non-GAAP financial measures” in public disclosures. Non-GAAP financial measures are defined as

numerical measures that either exclude or include amounts that are not excluded or included in the comparable measures calculated and presented in accordance

with GAAP.

For more information on our use of non-GAAP financial measures, see Item 5- Operating and Financial Review and Prospects- Use of Non-GAAP Financial

Measures in Statoil’s 2003 Annual Report on Form 20-F.

The following financial measures may be considered non-GAAP financial measures:

• Return on Average Capital Employed (ROACE).

• Normalized Return on Average Capital Employed (normalized ROACE).

• Normalized production cost per barrel.

• Net debt to capital employed ratio.

Statoil uses ROACE to measure the return on capital employed regardless of whether the financing is through equity or debt. This measure is viewed by the

company as providing useful information, both for the company and the investors, regarding performance for the period under evaluation. Statoil makes regular use

of this measure to evaluate its operations. Statoil’s use of ROACE, should not be viewed as an alternative to income before financial items, other items, income taxes

and minority interest, or to net income, which are the measures calculated in accordance with generally accepted accounting principles or ratios based on these

figures.

Statoil uses normalized ROACE to measure the return on capital employed, while excluding the effects of market developments over which Statoil has no control.

Therefore the effects of oil price, natural gas price, refining margin, Borealis margin and the NOK/USD exchange rate are excluded from the normalized figure.

This measure is viewed by the company as providing a better understanding of Statoil’s underlying performance over time and across periods, by excluding from the

performance measure factors that Statoil cannot influence. Statoil makes regular use of this measure to evaluate its operations.

The figures used for calculating the normalized ROACE towards the 2004 target are (each adjusted for inflation from 2000):

• oil price of 16 USD;

• natural gas price of NOK 0.70/scm;

• FCC-refining margin of USD 3.0 per barrel;

• petrochemical margin of EUR 150 per tonne; and

• NOK/USD exchange rate of 8.20.

By keeping certain prices which are key value drivers, as well as the important NOK/USD exchange rate, constant Statoil is able to utilize this measure to focus on

operating cost and efficiency improvements, and is able to measure performance on a comparable basis across periods. Such a focus would be more challenging to

maintain in periods in which prices are high and exchange rates are favorable. In the period 2001 to 2003, during which Statoil has been using normalized ROACE, as

a tool of measuring performance, the normalization procedures have on average resulted in lower normalized earnings compared to the earnings based on

realized prices. Normalized results, however, should not be seen as an alternative to measures calculated in accordance with GAAP when measuring financial

performance. The company reviews both realized and normalized results, when measuring performance. However, the company finds the normalized results to be

especially useful when realized prices, margins and exchange rates are above the normalized set of assumptions. Normalized ROACE is based on organic

development and 2003 figures exclude the effects related to the acquisition of the two Algerian assets from BP, In Salah and In Amenas. In 2004, the gain related

to the sale of the shares in VNG in the first quarter, were excluded from the calculation of the normalized ROACE.

Statoil also defines certain items as of such a nature that they will not provide good indications of the company’s underlying performance when included in the key

indicators. These items are therefore excluded from calculations of ROACE.

Improvement program
The information contained herein on the improvement program may contain forward-looking non-GAAP financial information for which at this time there is no

comparable GAAP measure and which at this time cannot be quantitatively reconciled to comparable GAAP financial information.

Normalized production cost per barrel in USD is used to evaluate the underlying development in the production cost. Statoil’s production costs are mainly

incurred in NOK. In order to exclude currency effects and to reflect the change in the underlying production cost, the NOK/USD exchange rate is held constant.

Net debt to capital employed ratio. The calculated net debt to capital employed ratio is viewed by the company as providing a more complete picture of the

company’s current debt situation. The calculation uses balance sheet items related to total debt and adjusts for cash, cash equivalents and short-term investments.

Two further adjustments are made for two different reasons:

• Project financing through an external bank or similar will, since different legal entities in the group lend to and from the investment banks, overreport the debt

stated in the balance sheet compared to the underlying exposure.

• Some interest–bearing elements are classified together with non-interest bearing elements, and are therefore included when calculating the net interest

bearing debt.

The net interest-bearing debt adjusted for these two items is included in the adjusted average capital employed, which is also used in the calculation of the ROACE.
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Forward-looking statements

This Operating and Financial Review contains certain forward-looking statements that involve risks and uncertainties. All statements other than statements of

historical facts, including, among others, statements such as those regarding Statoil’s oil and gas production forecasts and estimates in Algeria; targets with respect

to return on average capital employed and other measures; start-up dates for upstream activities; estimated future cost savings and revenue improvements from

the improvements program; assumptions relating to employment of rigs in the future; and expected investment level in projects and segments, , are forward-

looking statements. Forward-looking statements are sometimes, but not always, identified by such phrases as “will”, “expects”, “is expected to”, “should”, “may”, “is

likely to”, “intends” and “believes”. These forward-looking statements reflect current views with respect to future events and are, by their nature, subject to

significant risks and uncertainties because they relate to events and depend on circumstances that will occur in the future. There are a number of factors that could

cause actual results and developments to differ materially from those expressed or implied by these forward-looking statements, including levels of industry

product supply, demand and pricing; currency exchange rates; political and economic policies of Norway and other oil-producing countries; general economic

conditions; political stability and economic growth in relevant areas of the world; global political events and actions, including war, terrorism and sanctions; the

timing of bringing new fields on stream; material differences from reserves estimates; inability to find and develop reserves; adverse changes in tax regimes;

development and use of new technology; geological or technical difficulties; the actions of competitors; the actions of field partners; the actions of governments;

relevant governmental approvals; industrial actions by workers; prolonged adverse weather conditions; natural disasters and other changes to business conditions.

Additional information, including information on factors which may affect Statoil’s business, is contained in Statoil’s 2003 Annual Report on Form 20-F filed with

the US Securities and Exchange Commission, which can be found on Statoil’s website at www.statoil.com.

Special note regarding forward-looking non-GAAP financial information

The information contained herein on the improvement program may contain forward-looking non-GAAP financial information for which at this time there is no

comparable GAAP measure and which at this time cannot be quantitatively reconciled to comparable GAAP financial information. Forward-looking statements

involve risks and uncertainties and actual results could differ materially from those anticipated in the forward-looking statements for many reasons, including the

factors described above under the heading “Forward-Looking Statements” and in Statoil’s 2003 Annual Report on Form 20-F.
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